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1 : [ 67] 
[ 25] ; 

[MR. BLACKSTONE] * * * These firms carried on what has 
sometimes been called a "boilerroom operation", and succeeded in sell- 
ing over 2 million shares of Great Sweet Grass stock and one million 
shares of Kroy Oil stock during the periods involved. 

* * * * * 

[ 63] 
ROBERT M. JORDAN * * * 
DIRECT EXAMINATION 
BY MR. SCHILLER: 
* ok 
[ 64] 

Q. What is your occupation? A. By profession Iam a lawyer, 
at the present time. Since 1941 I have been engaged in the oil business. 

* * * * * | * 

[ 66] i 

Q. Who was interested with you in the Richardson leases? A. The 
Richardson leases were owned by the Exchange Oil Company. 

Q. Who owned the Exchange Oil Company? A Of which my 
brother, Eugene Jordan, was president. Eugene and myself owned one- 
fourth of the stock, each, in Exchange Oil Company. The remaining half 


of the stock was owned by a group who at the time I acquired them were 
interested in the Hotel Flamingo, in Las Vegas. Of that group was a 
Mr. Elias Atel, Mr. Dave Berman, Mr. Gus Greenbaum, Mr. Charles 
Berman, Joe Rosenberg, I believe a Mr. M. O. Seidway. ; 
[67] 
Q. And each of these people owned -- A. That is not all of them. 


There is maybe three or four. I don't recall their names. | 

Q. This group owned about half the stock of Exchange Oil Com- 
pany? A. That is right, sir. 

Q. What properties did Exchange Oil Company own in connection 
with the description of your properties that you just gave us? A. The 
Richardson lease, covering the 440 acres in Garvin County. 


* ca * * * 





[ 69] 2 
[ 69] 

Q. With respect to the properties that were sold to Depositors 
Mutual Oil Company, when did you first determine to sell this, in Febru- 
ary, 1955? <A. Yes, sir. 

Q. Whom did you speak to at that time about selling these proper- 
ties? A. Oh, I spoke to countless individuals, both in Nevada, California, 
Texas, Canada. 

Q. When did you first talk to anybody with respect to these proper- 
ties concerning the sale to Great Sweet Grass Oils, Limited? A. It 
was, I believe,in October of 1955. 

Q. Whom did you speak to at that time? 

[70] 

A. Mr. Sidney Chalu. 

Q. Whois Mr. Chalu? A. Mr. Chalu, at that time, was connected 
with Canadian Oil and Gas Reserves, Ltd., and he was an accountant 
working for that concern, of which I was formerly president, of the Can- 
adian Oil and Gas Company, and Oklahoma Company, some two or three 
years prior to that. 

Q. Is that company connected in any way with the Great Sweet Oils 
Company? A. That Ido not know. 

Q. When you spoke to him in October, where did that conversation 
take place? A In Oklahoma City, by long distance telephone conversa- 
tion. 

Q. What did you tell him at that time? A. I told him that Ihada 
schedule of properties which involved between five million and six million 
dollars; that I would like to form a company up in Canada of my own and 
put these properties in a Canadian company to be organized by me, along 
with my brother’s bus company properties -- they owned the Oklahoma 
Transportation Company, the Mid-Continental Trailways, the City Bus 
Lines -- and form a company up there, and that was in October, 1955. 

aK * * * * * 

[74] 
Q. After you sent that letter to Mr. Chalu, what did you do next? 


3 : [ 79] 
A. I made a trip to Canada in company wth Mr. Anthony A. Marneres of 
Oklahoma City. We stayed there at the King Edward Hotel for two or 
three days. | 

Q. About when was this? A. It was probably just a week after 
we wrote that letter -- after I had written the letter of October 17. 

* * * * * ! * 

[75] | 

Q. When you got to Canada, whom did you talk to there? A. I 
talked to several people. I talked to Mr. Bud Knight, I believe there. I 
talked to Mr. Lou Chesler. I think he was in the hospital, it was a : 
telephone conversation. I talked to some people with the Ontario Securi- 
ties Commission. I don't recall their names. I talked to Mr. Chalu. I 
talked to Mr. Morris Black. I talked with Mr. Sam. Cigien. I talked 
with -- I don't know, quite a few. 

Q. Who is Mr. Morris Black and Mr. Samuel Cigien? A. Mr. 
Samuel Ciglen is an attorney in Ontario, in Toronto, and Mr. Morris 
Black is a resident of Toronto who has -- I don't know exactly how you 
would say it -- he is in the stock business, I would say, in the financial 
business. 

ak * 

[76] 

Q. Did you know Mr. Morris Black and Mr. Samuel Ceglin, and 
Mr. Chalu was associated with Great Sweet Grass Oils Company, Limi- 
ted? A. Not at that time, no, sir. 

Q. When did you find out? A. I believe I found it ok on that visit, 
during that visit, that they were interested in the company. 

* * * * ea 

[79] 

Q. Mr. Jordan, do you recall the name of the brokerage firm that 
Mr. Black was connected with? A. Yes, sir. 

Q. What was the name of that firm? A. I don't know whether it 
was a brokerage firm or not, the Torny Financial Corporation is what I 
remember. I don't know whether it is a brokerage firm or not. 


Q. Where were they located? A. The same office. : 





[ 69] 2 
[ 69] 

Q. With respect to the properties that were sold to Depositors 
Mutual Oil Company, when did you first determine to sell this, in Febru- 
ary, 1955? <A. Yes, sir. 

Q. Whom did you speak to at that time about selling these proper- 
ties? A. Oh, I spoke to countless individuals, both in Nevada, California, 
Texas, Canada. 

Q. When did you first talk to anybody with respect to these proper- 
ties concerning the sale to Great Sweet Grass Oils, Limited? A. It 
was, I believe,in October of 1955. 

Q. Whom did you speak to at that time? 

[70] 

A. Mr. Sidney Chalu. 

Q. Whois Mr: Chalu? A. Mr. Chalu, at that time, was connected 
with Canadian Oil and Gas Reserves, Ltd., and he was an accountant 
working for that concern, of which I was formerly president, of the Can- 
adian Oil and Gas Company, and Oklahoma Company, some two or three 
years prior to that. 

Q. Is that company connected in any way with the Great Sweet Oils 
Company? A. That Ido not know. 

Q. When you spoke to him in October, where did that conversation 
take place? A In Oklahoma City, by long distance telephone conversa- 
tion. 

Q. What did you tell him at that time? A. I told him that [hada 
schedule of properties which involved between five million and six million 
dollars; that I would like to form a company up in Canada of my own and 
put these properties in a Canadian company to be organized by me, along 
with my brother's bus company properties -- they owned the Oklahoma 
Transportation Company, the Mid-Continental Trailways, the City Bus 
Lines -- and form a company up there, and that was in October, 1955. 

x a * * ae * 

[74] 
Q. After you sent that letter to Mr. Chalu, what did you do next? 


3 [79] 
A. I made a trip to Canada in company with Mr. Anthony A.: | Marneres of 
Oklahoma City. We stayed there at the King Edward Hotel for two or 
three days. | 

Q. About when was this? A. It was probably justa week after 
we wrote that letter -- after I had written the letter of October Is 

* * * * *x a 

[75] | 

Q. When you got to Canada, whom did you talk to there? A. I 
talked to several people. I talked to Mr. Bud Knight, I believe there. I 
talked to Mr. Lou Chesler. I think he was in the hospital, it was a . 
telephone conversation. I talked to some people with the Ontario Securi- 
ties Commission. I don't recall their names. I talked to Mr. Chalu. I 
talked to Mr. Morris Black. I talked with Mr. Sam. Ciglen. I talked 
with -- I don't know, quite a few. 

Q. Who is Mr. Morris Black and Mr. Samuel Cigien? A. Mr. 
Samuel Ciglen is an attorney in Ontario, in Toronto, and Mr. Morris 
Black is a resident of Toronto who has -- I don't know exactly how you 
would say it -- he is in the stock business, I would say, in the financial 
business. | 

* * ! 

[76] | 

Q. Did you know Mr. Morris Black and Mr. Samuel Ceglin, and 
Mr. Chalu was associated with Great Sweet Grass Oils Coniany, Limi- 
ted? A. Not at that time, no, sir. 

Q. When did you find out? <A. I believe I found it out on that visit, 
during that visit, that they were interested in the company. 

od * * * * 

[79] 

Q. Mr. Jordan, do you recall the name of the brokerage firm that 
Mr. Black was connected with? A. Yes, sir. 

Q. What was the name of that firm? A. I don't zinaie whether it 
was a brokerage firm or not, the Torny Financial Corporation is what I 
remember. I don't know whether it is a brokerage firm or not. 


Q. Where were they located? A. The same office. : 
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Q. When you went to that office, did you go there to discuss the 
sale of these properties? A. No, sir. 

Q. What was the purpose of your visit there? A. To see Mr. 
Chalu. | 

Q. What was the purpose of that visit? A. I had submitted him the 
letter, and I wanted to get advice, as the letter said, what I could do. 
Maybe he could give me some -- refer me to some lawyer there, as I 
stated, in the letter I wanted, to see what I could do. 

Q. So you discussed this letter with Mr. Chalu at that time? A. 
That was the purpose of my visit. 

Q. Did you discuss the subject of that letter with Mr. Chalu? 

[80] 

A. I don't believe we got the letter out and discussed it, no, sir. 

Q. But you discussed the substance of it? A. Yes, sir, I said that. 

Q There was no doubt in your mind Mr. Chalu knew all about 
these properties at that time? A. If he read the letter, there is no doubt 
about it. 

Q. Did you have any indication he had not read the letter? A. No, 
sir. 

Q. What happened as a result of that conversation? A He intro- 
duced me to several people in his office, an accountant in his office, I 
don't recall his name. He also introduced me to Mr. Black, and he intro- 
duced me to some people in Mr. Black's office, that is the reason I knew 
it was a brokerage office, because they had the tape, you know, going 
across the wall there. And he introduced me to some members of the 
law firm of Mr. Sam Ciglen. 

Q. Did you talk with Mr. Ciglen or Mr. Black or any of these other 
gentlemen with respect to the sale of these properties? A_ I talked to 
Mr. Ciglen. 

Q. What did you say to him at that time? A  Iapproached the 
subject on the basis that I had 

[81] 
the best companies, the Oil Properties as listed, and I was seeking legal 
advice as to the means of going about forming a company in Canada 


5 i [ 84] 
myself, putting these companies together with the best company in the © 
company I did form it in Canada, and he advised me that it would be very 
expensive and would take quite an organization to do what I wanted to do, 
because it was a pretty large transaction, and as I recall, he suggested 


that he had some companies up there, represented some companies of 


his clients, and perhaps if the properties were what I had represented 
them to be -- I had engineers reports with me -- that instead of me going 
and forming my own company in Canada that he might be able to work out 
a deal with me through one of this companies, his clients' companies. 

HEARING EXAMINER: This is Mr. Ciglen? : 

THE WITNESS: This is Mr. Ciglen, yes, sir 

* * * * 

[83] 
BY MR. SCHILLER: i 

Q. At the time you discussed this matter with Mr. O'Connor, did 
you discuss with him the price of these properties which you were willing 
to selltohim? A. Yes, sir. 

Q. What price did you indicate to him you would be willing to sell 
the oil properties, Mr. Jordan, as distinguished from the bus properties. 

[84] 

A. I don't believe we made a_ concrete figure on the thing. 

Q. Well, will this letter refresh your recollection? A. It could. 

HEARING EXAMINER: Will you identify Mr. O'Connor, again, who 
he was? 

THE WITNESS: Mr. O'Connor is the President of Unexcelled 
Chemical Corporation, New York City. 

THE WITNESS: That doesn't refresh it, no, sir. 

BY MR. SCHILLER: ! 

Q_ Do you have any approximate -- A. This letter deals with 
the properties of my brother, Eugene Jordan. | 

Q. Didn't they -- A. Not the -- 

Q. Go ahead. A. And doesn't discuss all the properties like Mr. 
Hoffman or maybe the Exchange Oil Company or Bus Company proper- 
ties. I was primarily dealing with Mr. O'Connor through Mr. Robbins, 
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and Mr. Robbins being a lawyer, like myself, he wanted to make some- 

thing out of it, and of course, I wasn't working for nothing, either, so I 

don't believe we ever actually put in dollars and cents figures on all of 

these particular properties. What I mean, the depositors mutual received. 
[ 85] 

Q. Did you have an idea at that time about what you would be wili- 
ing to sell the properties for? A. I wanted to get about 2-1/2 million 
dollars in cash, and some stock out of it, for myself. 

Q. I believe you told us before early in February of '55 that you 
had discussed the sale of these properties with some other groups? 

A. Yes, sir. 
* * 
[87] 

Q. When did you next meet vith Mr. Ciglen, or Mr. Black or any 

of the other gentlemen? 

[ 88] 
A. It must have been in the early part of November of 1955, in Okla- 
homa City. I don't recall the exact date. 

Q. Between October 29, and the November date which you just 
gave us, did you have any dealing with these people at all by phone, corre- 
spondence, or otherwise? A. I had written a letter to him of Novem- 
ber 15, but he previously to that time had been to Oklahoma City. 

Q. When did he come to Oklahoma City? A. That is what I say, 

I don't recall the exact date. But evidently, from the base of this letter 
it was some time in the early part of November. 

Q. Who came to Oklahoma City on that occasion? A Mr. Black 

and Mr. Ciglen. 

Q. Did you meet with them there? A. Yes, sir. 

Q. Where did you meet with them? A. In Oklahoma City, at my 
office. 

Q. What did you discuss at that point, with respect to these proper- 
ties that went into Depositors Mutual Oil company? A. I had prepared 
a schedule of all the properties, and prior to their visit in Oklahoma City 
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I had received a telephone call from a geologist in Tulsa who said that 
some people in Canada, and I believe it was from Calgary Canada, 
Mr. Hext, had called him to make an appraisal of these properties. 

* * a bd * | * 

[89] 
HEARING EXAMINER: Off the record. 
(Discussion off the record. ) 

HEARING EXAMINER: On the record. 

THE WITNESS: He asked -- the geologist from Tulsa said he had 
been contacted by some party in Calgary to make an appraisal of these 
properties. He gave me a list -- he 

[ 90] | 
asked me what engineers I could recommend. I recommended five or six 
to him, one was Mr. Moss, I knew he had a good record, in Oklahoma 
City. | 
Mr. Keplinger, Wanenmacher, in Tulsa, Clyde Dorr. Mr. Stroud, 
of course, he is familiar with the properties. I gave them five or six 
different engineers there whom I had confidence in. He later called me 
back and said that they had employed a Mr. Dave Dooley, of the Dooley 
Engineering Company, and would I tum over the material to him. 

I never knew Mr. Dooley prior -- I knew who he was, but I never 
met him prior to his visit to my office a day or so after the telephone con- 
versation with the party in Tulsa. | 

I gave Mr. Dooley a schedule of all the properties, including all 
the engineer's reports that I had, Moss, Groginski, Stroud, and he had 
an associate in his engineering firm there with him, and he went to work 
on his valuation report. ! 

After he had compiled his report, then Mr. Ciglen and Mr. Black 
made their visit to Oklahoma City. | 

BY MR. SCHILLER: | 

Q. About when was that last visit? A. That was, as I say, some- 
time prior to November 15, 1955. 

Q. And they met with you in your office again? A. ‘That was the 


first time they met with me in my 


[91] : 
[91] 
office. 

Q. After this occasion, when did you meet with them next? A. 
With Mr. Ciglen? 

Q. Well, at that time, what did you discuss at that time? A. They 
were primarily interested in going over the preliminary Dooley Report, 
and we were discussing together with my brother Eugene the consumma- 
tion of a transaction between Depositors Mutual and one of their companies. 

Q. Who was there then, Mr. Ciglen and Mr. Black? A. Yes, sir. 

Q. Did you discuss with them the price of these properties at that 
time? A. Absolutely. 

Q. Give us the substance of that conversation. A. Well, there 
were several conversations, both in the Skirvin Tower Hotel in my office, 
and in the Kentucky Club, and my brother Eugene was more or less taking 
the lead in dickering on the sales figure. But we arrived at an agree- 
ment. 


Q. What did you arrive at? A. AsIrecall, we were asking and 


received in the neighborhood of $2, million cash for the properties and 
some stock in the company. 

And I received some stock for my interest in the proper- 

[92] 
ties, I will put it that way. I was to receive that. 

Q. What company were you talking about, whose stock you were 
to receive? A. I believe it was Great Sweet Grass Oils Company, Ltd. 

Q. That was the Canadian Corporation? A. I presume it was. 

Q. At the time you were conducting these negotiations, your bro- 
ther was interested in making a cash transaction at that time, wasn't he? 
A. Primarily cash, yes, sir. 

| Q. He wasn't interested in stock? A. He would have taken some 
stock, but he would rather have the cash. And 

Q. And you arrived at a figure of how much cash? A. Around 
$2 million. 

Q. When was this? A. This was prior to November 15, 1955. 
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Q. And at that time, did you consider that you had concluded the 
deal with Mr. Ciglen and Mr. Black? A. No, sir. | 
Q. When did you next meet with them? A. It was around Christ- 


mas time. 
* * 


[101] 
Q. Did Mr. Ciglen know you were turning these oo Fs over to 
Mr. Dooley? A. I wouldn't know. I presume so, since he was interested 
in purchasing them, and it was through Mr. Hext I testified in Calgary, 
who advised the man in Tulsa that he was sending — to examine 


the properties. 

Q. When was the next time you had any conversations or dealings 
with this group after November 15? A. Personally I imagine it was 
around Christmas time. 

Q. In between November 15, and December, you never had any 
conversations with these people? A. Oh, I am sure that we talked about 
it over the telephone, yes. 

Q. What did you talk about over the telephone? A. tt is hard to 
say just exactly. As Isay Iam sure we had some ee) conversa-~ 
tions leading up to closing the deal or making a deal. ! 

Q. Did you discuss the price with them over the telephone 

[102] 
on any of these occasions? A. I am sure it was. 

Q. Do you recall what was said with respect to the price on those 
occasions? A. No. I think the price was more or less agreed on when 
they came down to Oklahoma City. : 

Q. That was in December? A. No. That was in November. 

Q. In November? A. Yes. | 

Q. That was prior to the November 15 letter? A. I would say so, 
yes, it was. 

Q. You have already testified as to what price you were asking 
for that time? A. That is right. 

Q. Did you know whether your brothers had any conversations 
with any of these people in this period? A. My brother Eugene did, yes. 
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Q. Do you know what those conversations related to? A. These 
properties -- the sale of these properties. However, I would like to state 
that neither my brother A. R. Jordan, or Roy Hoffman, ever met Mr. 
Ciglen, Mr. Black, or had any discussion whatsoever with them concern- 
ing these properties. 

Q. Would you state in your own words just what your 

[103] 
understanding was with Mr. Ciglen with respect to the purchase of these 
properties? 

MR. CUSHWA: I am going to object to that. This agreement was 
put in writing, your Honor. I think it will subsequently or very shortly 
be disclosed. I think the writing, certainly is the best evidence of what 
the agreement was. I think that anything else is purely and utterly in- 
competent. 

THE WITNESS: That is true. It was put in writing. 

MR. SCHILLER: Your Honor, I think the entire arrangement 
here by which they came to the conclusion it was reduced in writing, is 
material here. 

MR. CUSHWA: The negotiations leading up to the agreement are 
immaterial. Once an agreement is entered into, the agreement is the 
agreement, and it speaks for itself when it is reduced to writing. 

HEARING EXAMINER: Read the question, please. 

(Read. ) 

HEARING EXAMINER: I think that point seems well taken, Mr. 
Schiller, if it was reduced to a contract. 

* * * 

[106] 
BY MR. BLACKSTONE: 

Q. Will you relate what your discussions with Mr. Ciglen were in 
connection with the technique by which you would get the transfer of the 
oil properties from you and your brothers, these other people that you 
claim owned the properties, into the hands of Great Sweet Grass? A. It 
was agreed upon in our negotiations that I would put all the properties into 
the Depositors Mutual Oil Company, that we would examine the title to 
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see that the title was clear and merchantable. That we would have an 
attorney, Mr. Clarence Black of the law firm of Ames, Daugherty, 
Bynum, and Black, to examine the titles, all the transfer orders, the 
assignments, pass upon the legality of the papers, and if Mr. Black 
approved everything as to the titles, then we would consummate a deal 
as per our written contract, to be entered into. 

Q. Would you explain what the reason was for putting the proper- 
ties in the depositors company, rather than to transfer them directly 
from you and your family and these other companies that did hold the 
title. A. It just was agreed upon that we would do that. The reason for 
it I don't know. | 

[107] 3 
Q. Was any such arrangement suggested by Mr. Ciblen, asa 


" convenience to Great Sweet Grass? A. I believe so, yes. | 


BY MR. SCHILLER: 

Q. At the time of the closing of the deal, Mr. Jordan, who were 
the stockholders of Depositors Mutual Oil Development Company? 

A. Iwas one, my son was one, Miss Juanita Franklin was one, Mr. Bill 
Garrison was one, Mr. Herman Hurst was one, Mr. G. T. Roy was one, 
and some 25 or 30 others, I don't recall all the names. 

Q. Will you describe to us the circumstances under which you 
issued stock of that company to these people? A. Yes, sir, we had, I 
recall, an authorized capital -- when I say "we" I mean Depositors 
Mutual Oil Development Company -- of 2 million shares, of which we 
issued 1,750,000 shares. I obtained subscribers to the capital stock of 
Depositors Mutual. Each subscriber executed their note to me, and I 
in turn issued the stock to them. That was the way it was issued. 

BY MR. BLACKSTONE: 

Q. Was it understood at that time that the stock woul be trans- 
ferred back to you in cancellation of those notes, Mr. Jordan? A. I 
don't believe there was any understanding on that. , 

[108] 
I just don't recall. 
Q. In acquiring -- A. In other words, I hada written _— 
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with each of the stockholders that I would save them harmless, or in- 
demnify them against any loss from the transaction. 

Q. Was it understood these stockholders were in fact going to pay 
the notes in full in cash for the stock that was issued to them? A. Re- 
peat the question. 

Q. Was it understood at the time you issued the shares of Depositors 
to these stockholders you have named, and others, in exchange for their 
notes, was it the understanding of the parties that they were going to in 
fact pay those notes in cash and keep the stock of Depositors? A. There 
was no understanding specifically, except that they gave me their promis- 
sory notes. 

Q. Those notes were subsequently cancelled, were they not? 

A. Yes, sir. 

Q. And you received back from these stockholders, their shares? 
A. Yes, sir. 

Q. In other words -- A. I didn't personally receive them, but they 
were received back. 


[109] 
Q. By whom? A. By the company. 
Q. By Depositors Company? A. Right. 
Q. Had you explained to these people in issuing the shares to them 


for notes the purpose of the transaction? A. No, sir. 

Q. Did you explain why it was these stockholders were willing to 
give you promissory notes for these shares of stocks? A. They were 
mostly acquaintances of mine, or people who had trust and confidence in 
me, and I made the statement to them that in order to comply with the 
Ontario Securities Commission, it was my understanding that I needed 
a group of stockholders, that I was transferring these properties to the 
depositors Mutual Oil Development Company, and that I would indemnify 
them against the loss, provided they would go ahead and execute to me 
their note. They might have had to pay the note if the deal hadn't gone 
through, if the company had insisted upon it, but having confidence in me, 


they went ahead, and executed their notes. 
% bs * * 
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[111] | 

Q. Now, you mentioned that in connection with acquiring the stock- 
holders in Depositors, that you explained to these people that it was a 
requirement of the Ontario Securities Commission that your company, 
the Depositors Company, have a group of 20 or 30 stockholders; is that 
correct? A. That is right. | 

Q. Where did you get your understanding of the requirement of the 
Ontario Securities Commission? A. WhenI was up in Canada, on my 
first visit up there, sometime in October, I told you then I visited, I made 
a visit with the Ontario Securities Commission, and I believe in formation 
of my own company it was required to have forty or fifty stockholders. 

Q. That was in connection with your plans to organize a Canadian 
Corporation? A. Organize a new company, yes, sir. | 

Q. Did you discuss with the Ontario Securities Commissioner, the 
transaction by which you intended to put oil properties into depositors which 
in turn would sell those properties to Great Sweet Grass ? ‘ik, No, sir, 

Q. In other words, your understanding of Ontario Law related to your 
conversation with them about the requirements for a Canadian Company ? 


[ 112] | 

A. Yes, sir, and they gave me a pamphlet which they put out their se- 
curities Act, and asked me to read that. It was the form which they file. 
HEARING EXAMINER: But you didn't organize the Canadian Com- 
pany ? : 
THE WITNESS: No, I never organized that. It was preliminary. 

BY MR. BLACKSTONE: | 
Q. Depositors was an Oklahoma Corporation? A. Yes, sir. 
Q. Was it your understanding that Depositors was issuing stock 
to Canadian residents, or was otherwise subject to the requirements of 
the Ontario Securities laws? A. No, sir, it was not my understanding. 


[ 113] 
Q. Did Mr. Ciglen suggest to you the acquiring of additional stock- 
holders for the Development Company--for the Depositors Mutual Oil De- 
velopment Company? A. That was one of our preliminary negotiations, 
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leading up to the written contract. 

Q. It was his suggestion that the Depositors acquire several stock- 
holders, is that correct? A. I don't recall whether it was actually Mr. 
Ciglen himself, or some other attorney that was there from New York. I 
don't recall his name. 

Q. What attorney was that from New York? Was that by any chance 
Mr. M. Mac Schwebel? A. No, it was an attorney from Mr. Mac 
Schwebel's office, I believe. 

Q. It was an attorney from Mr. Schwebel's office? A. Yes. 

Q. He participated in these negotiations in Oklahoma City, is that 
correct? A. In drawing up and drafting the contract between Depositors 
Mutual and Great Sweet Grass. 

* * 

[114] 

Q. It was at that meeting that it was determined that you needed 

to have additional stockholders for Depositors, is that correct? A. I 


believe it was prior to that. I am quite sure it was some time prior to 
that. 


* 
[117] 

Q. Now, in the negotiations leading up to the agreement with Great 
Sweet Gas for the sale of these oil properties, would you explain how the 
number of shares was arrived at to be received from Great Sweet Grass 
for these prqperties? A. We had issued 1, 750,000 shares of Depositors 
which was transferred to Great Sweet Grass for a like number of shares on 
a pro-rata basis. In other words, one share of Great Sweet Grass for 
one share of Depositors Mutual, and that was embodied in our written 
contract. 

ae * 

[119] 
BY MR. BLACKSTONE: 

Q. I believe the record to date shows that you are not sure in your 

own mind whether it was Mr. Ciglen or this attorney in Mr. Schwebel's 
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office that discussed with you the requirement of Ontario Securities law 
of acquiring additional stockholders for Depositors. A. No, I didn't 
testify to that. Iam sure that if it was discussed, it was between Mr. 
Ciglen and myself, not Mr. Frumberg, because these negotiations took 
place prior to Mr. Frumberg's visit to Oklahoma City. 

[120] | 

aK 5 * * * * 

Q. Would you tell us what agreement or conversations you had 
with Mr. Ciglen in regard to the sale of these shares of Great Sweet 
Grass that were being transferred to Depositors 

[121] 
for the oil properties? A. I was primarily interested in obtaining for 
my brother and Mr. Hoffman and myself, and A. R. Jordan, a fixed sum 
of money which had to be paid -- a portion of which had to be paid to my 
brother, A. R., prior to January 1, 1956. I was assured by Mr. Ciglen 
that he would -- the Great Sweet Gas Oil Company would be able to 
meet this payment by or before the first of the year. | 

It was understood between myself and Mr. Ciglen that he would 
hold the stock that was to be transferred from Depositors Mutual to Great 
Sweet Gas, or exchanged, in trust for me in Canada; that either him- 
self -- I don't know -- maybe the Great Sweet Grass, or some other 


source, he might borrow the money to make the payment, which was 
done. , 


* 
[123] 

Q. Now then, as I understand it, these shares of stock, 
1,750,000 shares of Great Sweet Grass stock were never received by 
Depositors itself, but were turned over to Mr. Ciglen in a trust account, 
is that correct? 

[124] 
A. I testified they were held in trust in Canada, yes. | 

Q. Now in addition to these total payments in cash that you have 
testified to? A. Yes, sir. : 

Q. How wuch stock in fact did you receive er to your 
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understanding of what you were to get from this sale of assets? A. I 

had some properties of my own, which I put in, and I testified to, in 
Logan County, and I received 50,000 shares of stock, of which 35, 000 
shares was issued to me and 25, 000 were issued to Anthony A. Marneres, 
which stock was sent in escrow to the First National Bank and Trust Com- 
pany around January 3 or 4, 1956. 

Q. There were a total then of 60,000 shares of Great Sweet Grass 
that were received by you in addition to the cash payments that you have 
testified to? A. Yes, sir. 

Q. I believe in an affidavit you have furnished to the Commission 
heretofore, Mr. Jordan, you indicated that Mr. Ciglen had told you in 
connection with this transaction that he could arrange for the sale of 
these shares being issued to Depositors Mutual Company, is that cor- 
rect? A. That is substantially correct. 

Q. Did he indicate to you to whom he intended to arrange these 
sales? 


[125] 


A. No, sir. 

Q. Did you subsequently find out? A. Yes, sir. 

Q. Would you describe that, how you found out, when, what was 
said? A. I didn't want to just turn the stock over to him without some 
written agreement, so we had the stock in trust in Canada. Mr. Ciglen 
had a form of agreement with certain people in Canada who had agreed to 
purchase the stock to assure me that I would receive the cash that was 
agreed upon. 

Q. Do you have a form of that -- a copy of that form of agreement? 
A. No, Ido not. 

Q. Did he show it to you? A. Yes, sir. I would recognize it, 
if you will give me a copy, if you have a copy. 

Q. We don't happen to have a copy. Mr. Ciglen is in Canada. 

We have subpoenaed Mr. Ciglen to appear here with all of the records 
relevant to this transaction. Assuming that Mr. Ciglen does not appear, 
I think it would be important for us to get whatever recollection Mr. 
Jordan has of that form of agreement, being the best evidence available 
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Could you please describe what you recall that form ‘of agreement 
A. Ijust couldn't. I would hesitate to do it. . 
[126] 

Q. Did you ever receive a list of the persons with whom Mr. 
Ciglen had made such an agreement? A. Yes, sir. | 

Q. Do you have such list with you? A. No, sir. They were 
left up in Canada. He supplied me with the list of them. I might 
recognize some of the names. 

* * 5 

[131] 

Q. Now, it is my understanding that a list which was. furntahed 
to you by Mr. Ciglen of the purchasers of this Great Sweet Grass stock 
that was held in Ciglen's trust account, were made part of the records of 
Depositors and sent back to Ciglen? A. Yes, sir, that is correct. 

Q. So that you do not now have in your possession such a list? 

A. No, sir. 
5 * 
[135] 
BY MR. BLACKSTONE: 

Q. Mr. Jordan, in connection with the sale of these properties 
that were put into Depositors Company to Great Sweet Grass, do you 
recall a conversation you had with Mr. Charles Berman, some time 
before Christmas of 1955, in Oklahoma City? A. I have had several con- 
versations with Mr. Berman in 1955, and I believe at one ‘ I did have 
a conversation with him, yes, in Oklahoma City. . 

Q. Would you describe the conversation that you had with him in 
regard to the sale of Great Sweet Grass shares that Mr. Berman was 
interested in? A. Mr. Berman knew that through his ownership in 
Exchange Oil Company that I had made a deal or was making a deal with 

[136] 
some Canadian company. He told me that he was in the stock distribution 


business and would like for me to supply him with some peoples’ names 
in Canada with whom he might get in tow h with. ) 
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According to my recollection, I did give Mr. Berman a list of names 
in Canada whom he might see, among which was Mr. Knight, Mr. Ciglen, 
Mr. Chesler, and several more individuals I had met there. 

* ca * * *x 

[152] 
BY MR. KUSHWA: 

Q. Mr. Jordan, I show you what purports to be a copy of that 
agreement between Depositors and Sweet Grass, dated December 24. 

I call your attention to the fact that in Section 1, for and in consideration 
of 1,750,000 shares, - the seller hereby sells to the bidder, and the 
bidder hereby purchases all the property and assets of the seller, subject 
to its liabilities, and so forth. A. Yes. 

Q. Does that refresh your recollection that Depositors was sell- 
ing assets to Sweet Grass for Sweet Grass stock? A. That is what the 
contract provides, yes. 

Q. Yes. And you executed this as President of Depositors? 

A. That is right. 

MR. CUSHWA: I think we might offer this in evidence just at this 
point, your Honor. 

HEARING EXAMINER: Any objection? 

MR. BLACKSTONE: No objection. 

MR. CUSHWA: It is part of the Commission's files, but I think for 
convenience and witnesses referring to it, and so forth, it might be easier 
if we have it in as a separate exhibit. 

HEARING EXAMINER: You can make it for identification, if it 
will serve that purpose, without putting it in the record. 

+ * * * * 

[153] 
BY MR. KUSHWA: 

Q. Mr. Jordan, as you note from this agreement Depositors was 
exchanging its assets for 1,750,000 shares of Sweet Grass. A. Yes. 

Q. Now, was your stock increased, that is, Depositors authorized 
stock increased and 1,750,000 shares issued? In other words, that 





a 


19 | [ 167] 
figure was fixed so you could exchange Sweet Grass stock for Depositors 
stock, share per share? A. That is right. 

Q. Now, there was a meeting, was there not, of the shareholders 
of Depositors, authorizing this transaction? A. Yes, sir, there was. 

[154] 

Q. There was a meeting? A. Yes, sir. 

Q. And the shareholders of Depositors at that time were those who 
are listed on Commission's exhibit 17 as its abbreviated Demodco. 
A. That is right. Some of these I have named. | 

Q. So that these do not fall on the stock of Depositors in the same 
amounts? A. No, sir. 

Q. But the total owned by all of these people was 1, 750, 000 shares? 
A. That is correct. 

Q. Do you know how many shares you owned of that? Was it the 


-35,0002? A. Iowned the 35,000, and I also owned some more, maybe 


100,000 more, Iam not sure. I don't recall the exact amount. 

Q. Now, with the exception ofthe 60, 000 shares that you received 
as you have testified, the balance was placed with Mr. Cigien in trust, 
I believe you stated? A. Yes, sir. 

Q. Did you obtain authorization of some sort from de other -- 
these other people who were entitled to Great Sweet Grass stock auth- 
orizing Mr. Ciglen to sell for them as well as for you? ; 

[155] | 

I believe there was some agreement with the other shareholders. 
In fact, Iam sure there was. : 

Q. So that he was acting on your behalf and on behalf of the other 
shareholders of Depositors? A. Yes, sir. | 

* * * * aK ! a 

[167] 

HEARING EXAMINER: You know in advance of the consummation 
of the deal that that stock would be sold, is that right? ! 

THE WITNESS: It was immaterial to me, sir, whether the stock 
was sold or not. At that time, at the time of the consummation of the 
deal, I was assured by Mr. Ciglen that we would getthe 2 million 





[167] 20 
dollars for the properties. 
[168] , 
HEARING EXAMINER: You didn't care whether he sold it or not, 
as long as you got the 2 nillion? 
THE WITNESS: I didn't care, no, sir. Whether he sold it for 10 


cents or 10 dollars, it didn't matter to me. 
ok ae * * 
[ 209] 
SIDNEY ARTHUR MOWATT-CHALU * * * 
[ 210] 
DIRECT EXAMINATION 
* * * 
BY MR. BLACKSTONE: * * * 
[ 220] 
* ae bd * * * 
* * * My letter to him was to the effect that what he needed was 
legal advice, not accounting advice; that I was an accountant and knew 
nothing at all about the matters he had written about, and I suggested he 


go see a lawyer. I knew at the time he was a lawyer. * * * 
* * ae * * 


[ 227] 
BY MR. BLACKSTONE: * * * | 
A. You are stepping into something I don't know. Iam nota 
lawyer. 
* * 
[ 253] 
Q. Are you familiar with any of Mr. Ciglen's transactions in the 
stock of Great Sweet Grass since that time? A. No. 
Q. Did he ever discuss it with you? A. He never did. 
Q. Are you acquainted with his relationship, if any, to Torny 
Financial Corporation, Limited? A. Yes, sir. 
Q. Would you state what that relationship is? A. I believe to 
the best of my knowledge that he is a part owner of Torney Financial 
Corporation, Limited. 
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Q. Do you know what the business of Torny Financial Corporation, 
Limited, is? A. They have been underwriters. What they are today, I 
don't know, but they have been underwriters for mining issues. 

Q. You are acquainted with Mr. Morris Black? A. Yes, I knew him, 
but not in the same manner. I have only met him within the last year, 
and I didn't know very much about him. I still don't know very much 
about him. 

Q. He was an officer of Great Sweet Gras Oils, Limited, at the 
time the transaction between Great Sweet Grass and Depositors Mutual 
was consummated, was he not? A. He wasadirector. | 

[ 254] : 

Was he not also assistant treasurer? A. Of the subsidiary com- 
pany, maybe. Justa minute. I don't know about the parent company, 
sir, I can't tell you. I knew he was a director of the parent company. 

He was elected at the same time as Ciglen, but on the subsidiary 
company he was treasurer of the subsidiary, the Oklahoma subsidiary 
company. : 

Q. Were you aware that Mr. Black was also connected with Torny 
Financial Corporation, Ltd? A. I became aware of that about three 
years ago. : 

Q. What was his position with Torny Financial, do you know 
that? A. No. I can't say thet Ido. I knew that he and Ciglen owned 
Torny Financial Corporation. : 

Q. You say owned, you mean as far as you knew they owned the 
controlling interest in the company, or wholly-owned? A. It was a pri- 
vate company, an underwriting company, it was owned by Ciglen and 


Black. I may say that is no secret: it was known all over the broker- 
age industry. ! 

Q. . Do you know anyone else that had any ownership in Torny? 
A. No. 


Q. Or was it tity a an ownership of Ciglen and Black? 
[ 255] 
&: I don't know if it was solely theirs, either. I don't know any- 
body who was a part owner, but there could have been such people. 
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* ak * * * * 


Q. Are you familiar with any other companies that Mr. Ciglen is 
connected with as an officer, director -- or owner? A. Am I familiar «* 
with any other company? 

Q. Yes. A. What do you mean by familiar, Mr. Blackstone? 

Q. I mean are you aware he has an interest in any other 

[ 256] 
companies, Canadian companies in particular? A. That is a matter of 
public record. He is known to be the largest mining promoter in Canada. 

MR. CUSHWA: Your Honor, I think the witness has been instructed 
in response to these questions to testify if he knows from his own knowledge, 
and not merely from hearsay. 

MR. BLACKSTONE: If he knows from public records, I think that 
is adequate knowledge. 

* * * % at * 

[ 269] 
BY MR. BLACKSTONE: 

Q. Mr. Chalu, the listing application with the American Stock Ex- 
change, in connection with the issuance of five hundred thousand shares of 
Torny Financial Corporation, stated that the proceeds from the sale of 
these shares to Torny would be used for the development of oil properties, 
drilling of weels, and for other business purposes. 

Now, can you state whether or not the company used a substantial 
portion of these proceeds for the development of oil properties? A. Yes, 
practically. 

* * * * * * ‘ 

[ 273] 

Q. At the directors’ meeting that finalized the transaction, and 
where Mr. Ciglen was authorized to execute the deal, was it stated what 
the price would be for the acquisition of these assets, from the Jordan 
properties? A. You are referring now to the directors' meeting of the 
parent company, is that correct, sir? 





7 [ 339] 


Q. Thatis right. A. Yes, it was understood the price asked was 
1, 750, 000 treasury shares. 


Q. You use the term "treasury," is that a Canadian expression 


for authorized, but unissued shares? A. That is correct. 

Q. Was it reported to the board of directors by Mr. Ciglen that 
Mr. Jordan desired on his own behalf, and on behalf of the other Jordan 
persons, that they wanted approximately two million dollars in cash for 
the properties being 

[ 274] 
transferred to Great Sweet Grass? A. Not to my recollection. There 
was no such report made to the board. 

* * * 

[ 331] 
EMMANUEL KOERNER * * * 
[ 332] 
DIRECT EXAMINATION 
BY MR. BLACKSTONE: 
a * 
[ 339] 

Q. Now with reference to the buy orders placed with you by Mr. 
Black which are shown on Commission Exhibit 50, were those orders to 
buy at the market? A. I believe they were limited orders. 

Q. What do you mean by "limited orders"? A. At a set price. 

Q. Do you recall generally that price was how much under the cur- 
rent market price? A. I believe at the time if it varied much it was 
perhaps an eighth below the market or at the market price. 

Q. In connection with the transactions you executed for Torny 
Financial Corporation, Mr. Koerner, would you state the circumstances 
surrounding a meeting you had with Mr. Black and Mr. Schwebel in con- 
nection with payment for debit balance? A. Yes, sir. | 

Q. Would you identify the date of the meeting and the circumstances 
giving rise to that? A. The date of the meeting was either April 12 or 
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13. If April 12 was a Thursday, it was April12. If April 13 was a 
Thursday, it was April 13. 

Q. It was Thursday? 

[ 340] 

A. Thursday, the first meeting. 

Q. That is that week, April12 ori13 init? A. Yes, sir. 

Q. What were the circumstances that gave rise to the meeting? 
A. The stock had been very active and I believe at that time trading had 
been halted on the American Stock Exchange in tHat stock. 

Q. Do you remember for what reason? A. No, sir. 

Q. Then what prompted your getting in touch with Mr. Black or 
Mr. Schwebel? A. Well, under the present rules payments for securi- 
ties hought are made four days after delivery, and I became a bit alarmed 
when they started trading in the stock on that day and knowing that I would 
not get delivery perhaps until Tuesday or Wednesday of the following week, 
I then went over to see Mr. Black and I said to him, "In view of the sus- 
pension of trading in this stock, I must ask you to give me half of this 
money right now." 


fe: 2 a & , 


4 


Q. When you say “half of this money," is that money coming due 
for purchases you had placed or made? A. ThatI had made, yes, sir. 

Q. That had not been paid for at that time? A. No, just made 
that day. 

[ 341] 

Q. Do you remember how many shares were purchased as the exhibit 
indicated? A. No, the exhibit would show. 

Q. That is Commission's Exhibit 51. Referring to Commission's 
Exhibit 51, Mr. Koerner, can you state how much was owed to you by 
Torny Financial Corporation at the time you got in touch with Mr. Black 
about payment? <A. $338,000, approximately. 

Q. Where did you call Mr. Black on this Thursday that you re- 
call? A. At the number that he had given me. 

Q. What number was that? A. I don't remember the number. 





. [343] 
Whose office was it? A. It was Mr. Schwebel's = 
The attorney? A. Yes, sir. : 
Had you met Mr. Schwebel before then? A. No,’ en 

Q. What was the substance of your conversation with Mr. Black 
on the telephone? A. I said to him, "In view of this stock being suspended 
from trading" -- strike that. I didn't speak tohim. I went over to his 
office. 


© © © 


@ . When you say “his office," you mean Mr. Schwebel's 
[ 342] 
office? A. Thatis right. I then asked him for half of the amount due 
as a protection anyway, and he said to me, "Well, wait a minute, I will 
see what I can do." | 
Q. Did you have that conversation in Mr. Schwebel's presence? 
A. No, sir. | 

Q. Was that simply with Mr. Black? A. Simply with Mr. Black. 

Q Then what happened? A. Then he said to me, "Well, give me 
the full amount, and I will pay you in full."" I said, "Fine. " I went back 
to the office and got the entire total, the amount of the purchases, and 
came back to him Thursday and asked him -- I said, "Here is the state- 
ment." 

Q. That was the same day? A. The same day, es sir. 

Q. Was that in the afternoon that you came back? A. In the 
afternoon, because as I remember it now they suspended trading in that 
stock somewhere between 12 and 3 o'clock of that day. : 

Q. So then both visits to the Schwebel office were made in the 
afternoon, were they? A _ Yes, sir.. 

[343] 

Q. What happened when you made your second visit? A. He said, 
"Wait a minute, I will be able to give you your money." And then I think 
that the 3:30 closing time rolled around, I hadn't had it, he said, "Come 
back tomorrow morning. and I will give you a check." Very reluctantly 


I went home that night. 
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Q. Did you see Mr. Schwebel on your second visit on the Thursday? 
A. The second visit Thursday? 

Q. Yes. You said you went twice to Schwebel's office? A. Yes, 
I did. 

Q. Was the second conversation in Mr. Schwebel's presence? 

A. Yes, sir. 

Q. Did Mr. Schwebel say anything at that time? A. No, sir. 

Q. He heard the conversation? A. Yes, sir. 

HEARING EXAMINER: Black was there? 

THE WITNESS: Yes, sir. 

BY MR. BLACKSTONE: 

Q. Anybody else besides Black, Schwebel and yourself? A. I 
don't think so. 

Q. What happened the next day? Pardon me for interrupting, 
that would be Friday. 

[344] 

A. Iam sure it is Friday. 

Q. That would be either April 13, or 14, depending on what the 
calendar shows? A. That was ona Friday. I arrived at that office 
about 8:45 in the morning and asked to see Mr. Black. Finally they 
ushered me in there and I asked him for the check. He said, "Just 
wait, you will have it in a little while." I waited for the check, for the 
entire amount, until about 3:00 o'clock that day. 

Q. Did you stay in the Schwebel office during that period? A. Yes. 

Q. Did you have further conversations during the day with Mr. 
Black or Mr. Schwebel? A. Not with Mr. Schwebel. Every time I 
saw Mr. Black, I asked him where the check was. 

HEARING EXAMINER: What did he say? 

THE WITNESS: He said, "You will have it." 

BY MR. BLACKSTONE: 

Q. Do you remember Mr. Black saying anything to Mr. Schwebel 

about your wanting your money? A. Yes. He said, 'Mr. Koerner is 
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here for a check for these purchases." That is all. 

Q. Did Mr. Schwebel acknowledge that in any way? A. I don't 
remember if he acknowledged it. I don't | 

[ 345] 

remember anything he said to him. I walked into Mr. Schwebel’s office 
and right out again. i 

HEARING EXAMINER: Did you ever get the check? 

THE WITNESS: Yes, sir. 

BY MR. BLACKSTONE: 

Q. Later in the day? A. Oh, sure. 

Q. Who delivered it to you; Mr. Black? A. Mr. Black did. 

Q. I show you a photostatic copy of the check drawn on the Bank 
of America, and ask you if you can identify that as the check, a photo- 
stat of the check given to you on that day? A. Yes, sir. | 


MR. BLACKSTONE: I offer this in evidence as Commission Ex- 
hibit 52. 


HEARING EXAMINER: Any objection? 

MR. CUSHWA: There is no objection, but I would Hike to make the 
same reservation as to our possibility of moving to strike later on. 

HEARING EXAMINER: Well, I don't think you need to reserve that 
right. You always have the right to make a motion to strike testimony, 
if you have the proper grounds. 





It is received. 
[346] , 
(Commission's Exhibit No. 52 
was received in evidence. ) 
BY MR. BLACKSTONE: 3 
Q. With reference to this check, Commission Exhibit 52, it is 
made out to the order of Hoppin Brothers and Company. Would you 
explain why it was made out that way? A. Hoppin sia and Com- 
pany are our clearing agents. : 
Q. This was intended to be payment for the shares that you had 
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purchased for Torny Financial? A. Because of the statement that I 
showed you. 

Q. Now, when were the shares purchased for Torny Financial, 
the payment of which is represented by Exhibit 52 -- when were such 
shares actually delivered to the Torny Financial, do you recall? 

A. When was it delivered? 

Q. Yes. A. Idon't know. When the actual delivery took place 
I couldn't tell you. 

Q. Did you handle that yourself? A. No, sir, the cage does that. 

Q. Are all of the transactions that you have handled for Torny 
Financial Corporation reflected on Exhibit 51? A. Yes, sir. 

Q. Since that time have you had any transactions 

[ 347] 
with Morris Black? A. No, sir. 

Q. Have you ever had any transactions for Samuel Ciglen? A. Sir? 

Q. Samuel Ciglen? A. No, sir. 

Q. Do youknowhim? A. No, sir. 

Q. Do you know any other officers or directors of Great Sweet 
Grass? A. No, sir. 

MR. BLACKSTONE: I think that is all. Thank you, Mr. Koerner. 
They will have some cross examination. 

THE WITNESS: All right. 

MR. CUSHWA: I wonder if we might have these last few exhibits 
here. 

CROSS EXAMINATION 
BY MR. CUSHWA: 
* * * * * * 
[ 349] 

Q. Now, coming to the Torny Financial Corporation account, how 
did that happen -- how did you come to open that account? A. Mr. 
Biack called me on the telephone. 

Q. And asked you to open an account for Torny Financial Corpora- 
tion? A. Yes, sir. 


[352] 
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Q. Do you know who Torny Financial Corporation is? A. Well, 


we checked on them through the Bank of Nova Scotia, on the business 
a report. | 
. Q. What business are they in? A. An investment i 
e [ 350] 
wih Q. An investment banker or brokerage firm? A. Yes. 
= Q. Do you know on whose account the Torny Financial Corporation 
J account with you was? Was that for their own account, or for some of 
id their customers? A. I couldn't tell you. 
i. Q. You don't know that? A. No, sir. ! 
x * * * * 
> [351] 
: HARVEY B. GREENFIELD * * * 
ial [ 352] 
* DIRECT EXAMINATION 
7 BY MR. BLACKSTONE: 2 
Q. What is your business address, Mr. Greenfield? A. 11 Wall 
* Street. 
+ Q. In New York City? A. In New York City. i 
js Q. What is your business? A. Iama —— representative 
with Thomson and McKinnon. 
% Q. Are they registered broker dealers? A. Yes, | in New York, 
: and the American Exchange. 


x Q. Is that a corporation or a partnership or what? A. I don't 


>. 


know. They are partners. I think it is a partnership. There : are very 
A few people in the corporation. | 
> Q. What are your duties with this firm? A. Iam _— 
“ representative. I buy and sell stocks for various accounts as they 
come in. : 
« _Q. I show you a document signed by Torny Financial Corporation, 


Ltd., and ask you to identify that document. A. That is a form which 


Thomson and McKinnon sends out to all corporate accounts. It is a 
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resolution, I believe. 
[ 353] 

Q. Does that represent the opening of a trading account? A. It 
is the opening of an account for a corporation. It has the officers' names 
and I believe the seal of the corporation. 

MR. BLACKSTONE: I offer in evidence a photostat copy of this 
document so that Mr. Greenfield may take the original back for his files. 

HEARING EXAMINER: What company is it? 

MR. BLACKSTONE: Torny Financial Corporation. 

THE WITNESS: Torny Financial Corporation, Ltd. 

MR. BLACKSTONE: An account with Thomson and McKinnon. 

I offer this as Commission Exhibit 53. 

HEARING EXAMINER: Any objection? 

MR. CUSHWA: No objection. 

HEARING EXAMINER: It is received. 

| (Commission's Exhibit No. 53 
was received in evidence. ) 
BY MR. BLACKSTONE: 

Q. This document, Exhibit 53, is dated May 16, 1956. Is that 
approximately the date that the account was opened with Thomson and 
McKinnon for Torny Financial? A. Approximately. I believe the first 
business was done late in May, so it should be. 

Q. Did you handle trades for that company? A. I handled the 
trades for that company, with Thomson 

[ 354] 
and McKinnon. 

Q. Fromwhom did you receive orders in connection with Torny 
Financial Corporation? A. Mr. Morris Black. 

Q. Where did these orders come from, by telephone? A. Tele- 
phone from Canada, generally, and also from someone designated by 
him at his office, a Mr. Ovey. . 

Q. In his Canadian office? A. Yes. 
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Q. I show you copies of the statement of accounts with Thomson 
and McKinnon, and ask you if you can identify those copies? A. These 
are copies of the statements which are issued to the customer, to the 
account at the end of each month, with the number of shares of stock, 
price, and the amount of money. 

Q. Are these copies of the actual records of the =i and 
McKinnon Company? A. Yes, these are the photostatic copies of the 
statements. 

Q. Do they represent all of the transactions of Torny Financial 
Corporation, handled by Thomson and McKinnon? A. They do. 

HEARING EXAMINER: Was the Torny account opened through you? 

[ 355] 

THE WITNESS: Yes, through me. 

HEARING EXAMINER: Did you have any prior connection with 
Torny? 

THE WITNESS: Not any prior connection with them... I had met 
Mr. Black, that is how the account was opened. i 

MR. BLACKSTONE: I offer these photostats as Commission Ex- 
hibit 54. 

MR. CUSHWA: No objection. 

HEARING EXAMINER: Received without objection. | 

(Commission's Exhibit No. 54 
received in evidence.) 
* * * ! * 
[358] | 
CROSS EXAMINATION 
BY MR. CUSHWA: 

Q. Mr. Greenfield, do you know the business of the Torny Fi- 
nancial Corporation? A. They are underwriters, as far as I know. 

Q. They deal in stocks and bonds and so forth? A. Yes. 

Q. Do you know whether these purchases or sales, as the case 


might be, were for their own account, or for the account of one or more 
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of their customers? A. I haven't any idea. 
Q. You don't know that? A. No. 
% * cd 
[ 359] 
GEORGE FULLER ROTHSCHILD 
* * * 
[ 361] 
DIRECT EXAMINATION 
BY MR. BLACKSTONE: 
* * 
[ 377] 
Q. Did you ever discuss any of these vendors, their identity, who 
they were, or anything about them, with Mr. Berman? A. I did not. 
Q. It was your understanding, was it, these letters came in to the 
firm pursuant to arrangements made by Mr. Berman? A. That is cor- 
rect. 
Q. Was it his responsibility to obtain these letters? A. That is 
correct. 
Q. Did you have anything to do with the form in which the letter is 
written from a particular vendor? A. No, I did not. 
Q. Did you ever discuss that with Mr. Berman? A. No, I did not. 
Q. Did you ever discuss it with your attorney? A. I gota legal 
Opinion on it. . 
Q. Would you describe what legal opinion you would gather, the 
technique by which you obtained legal opinions on these vendor letters? 


[ 378] 
A. I sent photostatic copy of the letters to my attorney. 
Q. Is that all that you sent to your attorney? <A. AsI recall. 
Q. And in response to a photostat copy of each vendor's letter, 
you received a legal opinion from Mr. Goldman, did you? A. Yes, I 
did. 
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HEARING EXAMINER: May I see Division Exhibit 1 Proceed. 
BY MR. BLACKSTONE: | 

_ Q. Did you receive an opinion from Mr. Goldman prior to making 
any sales of the stock outlined in each of these vendors letters? A. Do 
you mean in writing? 

Q. Yes. <A. Verbally? 

Q. Whatever -- A. I didn't get the question, will you ae it, 
please? 

Q. Before making any sales of the stock that was offered to your 
firm to sell, pursuant to these vendors letters, did you get an opinion 
from Mr. Goldman before making any sales? A. Oh, definitel -- 
definitely. 

is * 

[547] 
CHARLES M. BERMAN * * * 
[548] 
DIRECT EXAMINATION 
BY MR. BLACKSTONE: | 
* * | 
[558] | 

Q. Now, would you tell us how you first heard about the sellers in 
Canada that had Great Sweet Grass stock available? A. Yes, sir. I 
received a call -- Iam one of the owners of an oil company called the Ex- 
change Oil Company; it is the Richardson Lease, mainly. | 

Q. Is that in Oklahoma? A That is in Oklahoma. I believe it 
is in southwest Oklahoma. i 

We have had that oil lease -- when I say "we", it is a group of indi- 
viduals who were owners of this oil lease --- we owned it for probably 


eight or nine years, and so on two or three different occasions, different 
organizations have drilled and we never had success. | 

And then Mr. Jordan, Mr. Robert Jordan, who has been a friend 
of mine for many years, and whom I know quite well, 





[ 559] - 
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made a deal where he was to drill on this particular acreage, he thought 
with some new invention they had out now to bring oil to the surface or 
something, something I was not too familiar with, there may be a chance 
he could get a well. It was agreed upon that he would be allowed to do 
that, and if the well was successful and completed that his interests would 
own 50 percent of the Richardson lease, and our interests would own 50 
percent of the Richardson lease. 

Lo and behold, one day I received a call that they did hit a well. 
It looked like we had a good field. : 

Q. May I interrupt just a minute? Can you recall approximately 
the time you received that phone call? A. It was a couple of years 
ago, I believe. I just wouldn't know. As I said, we had it so long, and 
had never received any money out of it, I didn't pay too much particular 
attention to it. 

MR. ALVORD: Mr. Berman, may I suggest you try to answer coun- 
sel's question and not go too far afield. His question was simply, how did 
you first get in contract with the Canadian interests who might have 
Sweet Grass stock. 

BY MR. BLACKSTONE: 

Q. You mentioned that you did have this interest in the Exchange 
Oil Company that held the Richardson lease, and you received a phone 
call approximately two years ago about an oil well coming in. 

[ 560] 

Now, to bring us down to the dates that we are concerned with -- . 
A. I would say I received the names from Mr. Robert Jordan. 

Q. Would you describe the circumstances under which you re- 
ceived these names from Mr. Jordan? A. I went to see Mr. Jordan. 
Mr. Jordan gave me the names, -- 

Q. When was that? A. -- of some of these. When? This was 
very late in December, close to the first of the year. 

Q. Where was this? 


_ $4 ¢ 


City. 
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MR. ALVORD: December, 1955? 
THE WITNESS: In December of 1955, sir. 
BY MR. BLACKSTONE: 
Q. Where was this meeting with Mr. Jordan? A. In Oklahoma 


Q. At his office? A. The Commerce Building in outon City, 
his office, yes. ! : . 
Q. How did you happen to contact Mr. Jordan at that time? 
A. When I received a call asking if I would be interested in selling my 
interests in the Richardson lease, and it was explained to me because 
the Jordan interests had sold their | 

[561] ; 
half of the Richardson lease to Great Sweet Grass oils, and it was coin- 
cidental, because I had worked on Great Sweet Grass Oils. I then 
called, made it my business to go see Mr. Jordan. | 


Q. Who advised you that the Jordan interests had sold their interest | 


in the Richardson lease to Great Sweet Grass, if you recall? A. It was 


' either my brother Dave Berman, or my friend Joseph Rosenberg. 


Q. Were either or both of those part owners of the Exchange Oil 


Company? A. Yes, they were co-owners of Exchange oil Company. 

* * * * x | / & 

[ 562] +. 

Q. Now, would you describe the conversation that you had with 
Mr. Jordan at this time in Oklahoma City? A. I told Mr. Jordan that 
I had been working, selling securities, that I liked the business very 
much, and that I had contemplated on going into this business, and as 
long as he had made that deal with Great Sweet Grass, was there any 
way that he could possibly help me get these ‘securities to sell, where I 
could open up my own business and go in business for myself? 

And Mr. Jordan at that time gave me some names of some pro- 
moters and some individuals that were the owners of this stock now. 
I would say that he gave me maybe 6, 8 or ten names of owners of the 
stock, andhe gave me the names of maybe five or six promoters, which 
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Iwasn't interested in. I was interested only in getting Sweet Grass stock. 

Q. Did he tell you where he had acquired the list of names of 
holders of Great Sweet Grass stock? A. I didn't go into any details 
with Mr. Jordan. AllI was interested in was getting my hands on this 
stock to sell, if possible, so I could be in business for myself. 

[ 563] 

Q. After receiving the names of persons given to you by Mr. 
Jordan, would you state what you next did, in connection with obtaining 
shares of Great Sweet Grass Stock to sell? A. Yes, sir. I went up 
to New York, and I saw Mr. Rothschild, and I said I had access, that I 
would be able to bring in some deals into the organization, and would he 
be willing to take me into his organization because it was already estab- 
lished and it would be all set for me. 

I told him I had the salesmen to bring in, and everything. 

Q. Let me ask at this time, I don't like interrupting you -- 

A. Yes, sir. 

Q. -- was this before you had contacted any people on the list of 
names given to you by Mr. Jordan, that you were speaking about to Mr. 
Rothschild? A. No, this was after I had spoken to Mr. Jordan. 

Q. Would you -- pardon me. A. I was enthusiastic. Maybe I 
told Mr. Rothschild that I had access to things that I didn't, but I was 
most anxious to get in the business, and I did like the idea of being in 
with an organization that was already established, and an old name like 
Rothschild. 

I believe I probably led him to believe that I knew a little bit more 
than I did, but I was on my way to Canada and I didn't know what would 
happen at that time. 

[564] 

I was feeling Mr. Rothschild out, more or less. 

Q. Would you describe what happened on your trip to Canada, . and 
when that took place? A. I went up to Canada, it was shortly after 


A 
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the first of the year. | 

Q. Ofthe year? A. Of1956. And I went to the Sapphire Bar, 
and met Mr. Elliot Stone. 

Q. This is in Canada? A. This is in Toronto, Canada. I told Mr. 
Stone I had experience in selling Great Sweet Grass, that his hame was 
given to me as being one of the owners of this security. | 

I told him I had a lot more experience than I actually did, but I 
was most anxious to get the securities to sell. I told him also that the 
name of the firm that I would be operating in would be G. F. Rothschild 
and Company, Inc. That was even before Mr. Rothschild gave me per- 
mission. But I did say these things because I was most anxious to get the 
stock. Does that answer your question, Mr. Blackstone? | 

Q. What did Mr. Stone say to you at that time? What arrange- 
ments did you make with him? A. Well, Mr. Stone wanted to know 
what I wanted for selling the stock. He intimated at the time that if he 
was 
[ 565] 
going to sell the stock he woyld check up on me. I told him about different 
people that I knew, and where I had been in business, and gave him a 
little time to think it over, and\he would let me know. | 

Q. Did you describe what commission you would get the stock 
for? A. At that particular conversation that morning, I did not. I just 
done what I stated. I just asked him“f1 could get the securities to sell. 

I told him what organization I would be in. | 
Q. What were your next discussions with Mr. Stone? A. Well, 





after speaking with Mr. Stone, I went to the telephone and I called some of 
the other gentlemen who were on the list, as I testified to before, Mr. 
Blackstone. And I met either Mr. Kamin or Mr. Prusky that same morn- 
ing, and I told them the same thing that I told Mr. Stone that I was a 
dealer in securities, that I had a good organization, and that I thought I 
could do a good job. 

I told them some things I actually didn't have set wp, but I was 


[565] 


38 


more than confident that I could. 

Q. Did Mr. Kamin and Mr. Prusky at that time agree to have you 
sell their securities for them in Great Sweet Grass? A. Mr. Kamin also 
told me that he would discuss this matter with me later, to get in touch 
with him later. 

[ 566] 

He intimated the same thing, that he would let me know later. There 
was a Mr. Soles, or Sales, to the best of my recollection. I also called 
him. I believe I called on Mr. Reissman. Anyway, I called quite a few 
men, but the three men I spoke to at this particular time were Stone, 
Kamin, and Prusky, that I remember. 

Q. Would you describe when it was, or state when it was, you heard 
from these gentlemen in regard to your suggestion that they sell their 
shares through you? A. After speaking to the last one, I believe it 
was Prusky, sometime early in the evening, I again called Mr. Stone and 
he told me to see him in the morning. I went over the next morning and 
I saw Mr. Stone, and he intimated that he would allow me to sell these 
securities if what I told him was true. 

Q. When did you next hear from Mr. Stone? A. I went to New 
York and I made my arrangements with Mr. Rothschild. Then I went back 
up to Toronto. 

Q. Can you fix the date of going back to Toronto? A. It would 
more than likely probably be the second week in January, somewhere 
in there. 

Q. What happened on your second trip to Toronto? A. Well, I 
went up to see Mr. Stone, and I told him that our organization was ready 
to handle the securities, and that 

[ 567] 
I already had salesmen who had sold the securities. I thought we could 
do a good job. I asked him for 20 percent commission for selling these 
securities. He offered me 10 percent. We haggled around and we finally 
came to agreement of 15 percent. 

15 percent commission. I told him I wanted to strictly work on 
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commission, that he would get the full amount less taxes and less my 


commission. 
* * 
[570] 

Q. Would you describe your further conversations with Mr. 
Kamin? You left us at the point where you had your first conversation 
with him, and he was going to think it over. A. My first conversation . 
with Mr. Kamin was that Mr. Stone was allowing me to sell his securities, 
and that I would sell his securities under the same basis, on a 15 per 
cent commission after taxes were deducted. He would aia the total price 
of the same less 15 per cent and the taxes. 

Q. Was this conversation on your second visit to Toronto at the 
time you saw Mr. Stone? <A. Yes, I believe to the best of my recollec- 
tion it was. It was on the immediate journey back to Toronto. 

| Q. Did you enter into any kind of written agreement at that time 
with Mr. Kamin? A. No, I didn't, sir. | 

MR. ALVORD: I don't think your reply to the prior question was 
quite complete. In the prior testimony you stated ! 

[571] ! 
that in each of these cases you insisted upon the stock being what you 
called "free stock." | 

THE WITNESS: That is the necessary information, yes, sir, that 
is correct. That is part of the necessary information I needed. 

MR. ALVORD: In your reply to the previous question you didn't 
mention that. I thought you should bring it out so you can supplement 
that answer. 

THE WITNESS: That is correct, sir, that was the understanding 
that it had to be free stock. 

BY MR. BLACKSTONE: 

Q. That was the information you imparted to Mr. Stone in your 

letter to him? .A. That was the information I imparted to beget I 


did business with, sir. 
* * 
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[ 573] 

Q. I show you a document marked Q-31, part of Exhibit 56 , 
and ask you if that is the letter received from Mr. Prusky pursuant to 
your conversations? A. Yes, sir, that is the letter I received. 

Q. Had you received any earlier form of letter? A. No other form, 
sir. 

Q. Did you discuss with him the form his letter should take? A. No, 
sir. Only the commission that I was to receive. 

* ok x * 

[ 580] 

HEARING EXAMINER: Did I understand you to say that Prusky and 
Reisman and these others that you have testified about, Soles, I think is 
included there, and Kamin, and Stone, the names were all given to you 
by Robert Jordan? 

THE WITNESS: Yes, sir. These names were on the list given to 
me by Mr. Jordan, amongst the others. 

BY MR. BLACKSTONE: 

Q. I believe you testified in your private examination as to meeting 
a Mr. Jack Gilbert in Toronto on one of your visits in Toronto. I believe 
your testimony was it occurred some time in February, 1956. 

Could you describe your best recollection of your conversation 
with Mr. Gilbert and try to fix the date with us as clearly as you can 
recall? A. I honestly don't know the date, but it was on a trip that I 
made up to Toronto. I wanted to see Mr. Ciglen and the Great Sweet 
Grass organization in Toronto. 

Q. Could you specify at least what time of the year you think it 
was? Was this in February or in late January, or can you try to fix in 
your mind what the time was? A. I feel very strongly, Mr. Black- 
stone, that it 


[ 581] 
was either towards the end of February or very early March. I feel that 
that is the correct period of time, to the best of my knowledge. 
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Q. You said you wanted to see Mr. Ciglen. Would you explain 
your reason for wanting to see Mr. Ciglen at that time? A. First of 


all, Mr. Jordan gave me a list or promoters’ names, which I didn't use, 


which I wasn't interested in, because I was familiar with Sweet Grass, 
as I told you -- that I was interested in. Then it was called to my atten- 
tion, or I seen it in the public figures or somewhere, that Mr. Ciglen, I 
believe, was counsellor of Great Sweet Grass Oils. | 

At this time I was getting interested in market letters, and in- 
formation -- new information on Great Sweet Grass. While speaking to 
Mr. Stone up there, he told me the office was about a block and a half or 
two blocks away. He pointed it out to me, and I walked over there. It 
has a very easy address to remember. It is No. 100. ! 

Q. West Adelaide Street? A. Yes, sir, I went over to the 
office and I asked for Mr. Ciglen. He wasn't there. In liew of Mr. Ciglen, 
I met this Mr. Gilbert, Jack Gilbert, who identified himself as being part 
of the firm. I asked about different information about the pipeline up in 
Canada, what their new progress was, and what he knew about this, and 
the discussion 

[ 582] | 
didn't lead too far. I told him I was very interested in staying in the 
securities business, that I liked it very much, and Ihada good organiza- 
tion, and if at any time he knew of any securities or anyone holding the 
Sweet Grass or any security that I would -- that he could get for me to 
sell, that I would be most grateful for it. We left our conversation on 
that basis, and I left him. : 

Q. Had-you indicated to him that you had been selling blocks of 
stock in Great Sweet Grass? A. Yes, sir, I did. I pana about the 
job I was doing with Great Sweet Grass. 

Q. You did not see Mr. Ciglen at that time? A. On that par- 
ticular visit, Mr. Ciglen was out of the city, I believe. 2 

Q. When was your first meeting with Mr. Ciglen? A. Well, I 
can't fix the exact time, but it was probably -- maybe two or three weeks 
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subsequent to this visit. 

Q. To the one where you met Mr. Gilbert, is that what you mean? 
A. That particular trip I called upon all the promoters that by this 
time I had heard of, or that I had been given names of, and Mr. Ciglen 
did call upon him, too. 

Q. Would you relate your conversation with Mr. Ciglen at that 
time ? 

[ 583] 

A. Itold Mr. Ciglen that I had been selling Great Sweet Grass se- 
curities for various individuals throughout Canada, and that I felt I was 
doing a commendable job, and that there was new information all the time 
relative to the expansion of Great Sweet Grass, that there was some talk 
in the very near future they would hook on to. the Trans-Canada Pipeline 
Company, that they had many cap gas fields, and me being a partner in 
the oil field Richardson lease down in Canada -- 

Q. Pardon me, do you mean in Oklahoma? A. Oklahoma, yes, 
sir. I was most excited, that they were very successful, that they had 
brought in another well right around this time, and that Canada, with 
its vast territory, and talk of uranium, oil, and everything else, it 
seemed like that was the coming country and the future place to make 
investments. 

Mr. Ciglen is a very slow-moving, talking sort of individual. May- 
be you would say I am the nervous-type individual or something, but our 
conversation did lag, it was kind of slow, and there wasn't much more 
to the conversation, and I left. 

Q. Did you subsequently meet Mr. Ciglen? A. I have never been 
in the company of Mr. Ciglen since. 

* * 5 

[641] 
JOHN CAMPBELL SPROULE * * * 
DIRECT EXAMINATION 
BY MR. BLACKSTONE: 
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[645] 
Q. Mr. Sproule, when were you first engaged to prepare a geol- 
ogy report on certain oil and gas properties for Great: Sweet Grass 
Oils, Ltd.? A. Early in November, 1955. : . 

Q. Who contacted you on that occasion? A. I am not positive 
whether it was Mr. William Maynard, or Mr. Hext. My contacts previ- 
ously had been almost entirely with Mr. Maynard, who has since left the 
company, and our instructions were generally by phone. — 

We practically never got a written request. It was by telephone, . 


and I am not positive whether it was Mr. Maynard or Mr. Hext. 
* aK * Bs * 


[ 647] | 

Q. As far as you know, you were asked to prepare a nance on 
certain properties then held.by Northern Development Company? A. That 
is correct. 

Q. Did they indicate to you what the purpose of the report was? 

A. They said they were considering purchasing these reserves. 
* x * x ae ee 
[ 650] 

Q. Did you subsequently have a conversation with Mr. Hext about 
reports you were preparing? A. We didn't particularly like the idea of 
them purchasing reserves on as little information as we had, so we made 
them a little on the conservative side in anticipation of errors on the 
debit side. 


* * | 
[ 651] | 
Q. Do you recall what you said to him, as far as you can re- 
member? A. I don't. I wouldn't want to try to put it in words. All I 


do recall is informing him that there was a water problem, but that we 
did think that our reserves were conservative. . : 

Q. Did you make a recommendation to him about the —— of 
the properties by Great Sweet Grass? A. No, we didn't make a 





! 
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recommendation because we had no idea whatever of how they pianned 
to tie the reserves to the dollars they planned to put into the company. 
They were interested in the reserves as far as we knew, rather than the 
purchase price. We didn't know anything about the purchase price. 

* + ae * cd 5 

[ 656] 

Q. Now in this report to the company, which is Commission Ex- 
hibit 97, did you mention in that report the water problem that you have 
described? A. In November 24? 


Q. Yes. A. No, sir, Idid not. That report was in the nature 
of more or less a company memorandum stating our opinion of the re- 


serves, and there was no water problem mentioned there, nor were there 
a lot of other things mentioned having to do with that estimate that would 
normally have been presented in a report that was intended for, well, 

the Securities Commission, or any public use. 

Q. Did you discuss orally with Mr. Hext or Mr. Maynard the 
water problem? A. Not in detail, but as I said a little while ago, I 
did say there was a water problem. But we did not discuss it in detail. 

Q. You communicated that to the company? A. Yes. 

[ 657] 

Q. Was the water problem for these particular fields well 
known? <A. No, it wasn't well known at that time. It was just a problem 
as applied to the known Manitoba area. 

Q. Was there any published literature? A. In the Mississipian. 

Q. Was there any published literature? A. Yes. 

Q. Describing the water problem? A. Yes. 

Q. Were you told, when you prepared this report, and gave it 
to the company, that it was intended to be filed with the Securities and 
Exchange Commission as an exhibit to a company report? A. No, 
certainly not. We would never have let a letter like that go to the Se- 
curities Commission or any other Commission. 

Q. Would you explain why that would be so? A. Because the 
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Securities Commission, or any other Commission, would have wished a 
background--more of a background of how we arrived at these reserves 
than is given there. 

The company, privately, were satisfied to accept our. estimate with- 
out such background. For example, one thing we would certainly have 
had to explain in detail is that we arrived at these basic reservoir figures 
by studying the 

[ 658] 
Daly-Vierden and other reservoirs in the area in which that data is well 
known. That would have been our only approach to justification of the 
figures we used. 

We would have realized that was absolutely necessary to any out- 
sider looking at it with a view to justifying our figures. 

Q. Would you have disclosed the water problem in a report for 
filing with the Commission? A. Certainly. 

Q. Didyou ~- A. Although I must admit in that particular 
case we wouldnt have been as afraid of it as we would have been a few 
months later, when the water problem first appeared to be serious. 

Q. Did you authorize the company to make your report public in 
any way? A. No. We were never asked to. 

Q. Was it your understanding the report was simply for the pri- 
vate use of the company in connection with this determination, of whether 
to acquire these properties? A. That is correct. : 

* * * * , 

[671] 3 

Q. May I also ask, Mr. Sproule, did Mr. Garde- -Hansen who pre- 
pared this preliminary draft marked exhibit 100 for identification, also 
prepare the report of November 24, which has been introduced as exhibit 
97? A. He prepared -- basically he prepared it. As I said, some other 
engineer always checks it. 

Q. I don't know whether it is on the record or at, but if it is this 
will be repetition. What is your opinion of the ability of Mr. Garde-Hansen? 
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A. Ihave a high opinion of his ability. Iam not even sure who 
checked it in addition to myself. It could either have been Mr. Boggs 
or Mr. Crockford, both of whom have had in excess of 25 years of ex- 
perience in this type of work, and then finally by myself. 

a K * * * 

[ 690] 

Q. These were logs of production subsequent to the date of your 
November 24, 1955 report? A. I believe so, and in that Mr. Hext pointed 
out that something that I believe to be correct, although I have not checked 
it, that some of the subsequent wells, as he has stated there, did show 
better results than that available at the time I made my report. In other 
words, he said that there was later in the year, this year, further sub- 
stantiation of our preliminary estimate. 

mm cd =r 

[ 693] 

Q. From information that became available to you during 19-- 
after your report of November 24, 1955, and up to the date of your re- 
port of October 26, 1956, did you acquire information which led you to 
believe that your initial report stated the accurate reserves of that 
property? A. Our initial report was fairly accurate, as at the time. 
Our subsequent studies showed our initial report was a fair estimate as 
of that time. 

Subsequent developments showed it to be -- to have been 

[694] 
originally optimistic. 

But I have not taken into consideration recent developments, so 
so far as Iam concerned, so far as I know, more recently developments 


along the line of your question, sir, more recent developments still, as 
suggested in Mr. Hext's letter, may have made our original reserves 
estimates too conservative. 

He stated to me that subsequent developments, and subsequent 
reports by their other consultants, I believe one of whom at least was in 
the United States, and one in Manitoba, and those subsequent reports, 
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much more than substantiate our original reserves. 


+ * * * * | 8 
[708] a 
CROSS EXAMINATION 
BY MR. CUSHWA: : 
* * * * + * 
[710] 


Q. Now, Mr. Sproule, your letter to Great Sweet Grass Oils, 
Limited, dated November 24, which is in evidence as Exhibit No. 97, is 
a report consisting of five pages which you signed, is it not? A. That 
is correct. 

Q. When you signed this. report, was it a true and accurate re- 
port? <A. It was a true and accurate -- as true and accurate as we 
could make it with the information at our disposal. : 

* * 5 x x Me 

[715] | 

MR. CUSHWA: Let's look at the charge in the complaint, it is that 
we filed a false and misleading form 8-K for the month of December, 
1955. And one of the specifications is that there was attached to that 
report, or that it was claimed in that report that the registrant acquired 
assets which included 155, 350 barrels of probable additional oil, based 
on Dr. Sproule's report, which is in evidence, which he has said as at 
that time, the time he made it -- 

[716] 

HEARING EXAMINER: That is the figure in the November re- 
port, is that right? 

MR. CUSHWA: Yes, that is right. At the time = nad it it was in 
his opinion as accurate as he could get it with the facts known at that time. 

Now, subsequent to that developments have been made. He said 
certain things happened which would cause him to believe the reserves 
were lower than that, and even later than that, reserves higher than 
that, but what we want is what the reserves were at the time, in his 
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opinion -- at the time he made his original report, and certainly the com- 
pany is entitled to rely on his report. His qualifications are excellent. 
You heard them here. He has a bachelors, masters, and doctors degrees 
in science. He has been the head of the geological department of Im- 
perial Oil Company in Saskatchewan and Alberta. He has been a con- 
sutling geologist, petroleum geologist for a number of years. 

* * ae * * 

[719] 
MORRIS MAC SCHWEBEL * * * 
DIRECT EXAMINATION 
* * 
[745] 
BY MR. BLACKSTONE: 

Q. Did you inquire of Mr. Ciglen as to his connection with Torny 
Financial Corporation, Ltd., at the time or prior to the time you ad- 
dressed your letter to the American Stock Exchange, Exhibit 27? 

A. I couldn't say specifically at the time of that letter, Mr. Blackstone, 
but somewheres along the road from the original 1933 Act registration I 
did ask him. 

Q. What did you find out from Ciglen in this regard? A. He 
stated that he was counsel to Torny, and no more. 

Q. Did you ask him if he owned any shares of stock in Torny 
Financial? A. I did, and my best recollection is he told me Mr. Pancer 
owned all the capital stock of Torny. 

Q. Did you inquire as to who Mr. Pancer was? A. I had met Mr. 
Pancer. I think you would describe him as a mining man, or engaged in 
the mining business. ! ) 

Q. Do you know what connection he had with Mr. Ciglen? A. No, 
I do not. 

* + 

—« [747] 
Q. I think I last asked you if you knew of any connection between 





Ne [758] 


Mr. Pancer and the Golden West Minerals, Ltd. I believe your testi- 
mony was that you did not recall specifically whether you knew of any 
such connections or not? A. That is correct. 

Q. Did you discuss with Mr. Pancer himself as to his cdannanahi 
of stock in the Torny Financial Corporation, Ltd.? A. I have no present 
recollection, Mr. Blackstone, that I had such conversation with Mr. 
Pancer. I believe I stated that the letter that I produced from my files 
showing that Mr. Pancer had signed a letter in connection with this trans- 
action led me to believe that I might have spoken to him at that time. 

Q. Your present recollection, you have known as to any specific 
conversation with Mr. Pancer as to what stock ownership he had in the 
Torny Company. A. That is right. Let's put it this way. I independently 
know nothing about Mr. Pancer's stockholdings in Great Sweet Grass Oils, 
Ltd. : 

Q Iam asking about Torny. A. Oh, about his interest in Torny? 

I believe he has indicated to me that he owned all of the capital stock of 
Torny. | 

* * * * * | * 

[ 748] 

Q. Did you make any particular inquiry, prior to writing your 
opinion letter to the American Stock Exchange on the Torny Transaction, 
as to the extent of the ownership interest, if any, of Mr. Ciglen in Torny 
Financial? A. I may have, but as I said before, either then or some- 
wheres along the line, I was advised by Mr. Ciglen that he had no stock 
in Torny. 


Q. When you say "somewhere along the line, " you co after 
the date of your opinion letter? A. I say it could have been at that time, 
or somewhere's along the line that I was advised that Mr. Ciglen did not 
have any atock interest in Torny. | 

* * % * * : * 

[758] | 

Q. Have you at any time talked to Mr. Black about Torny Finan- 
cial Company? A. The affairs of Torny, no. 

Q. Have you ever had any information as to what Mr. Black's 


~ 
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connection, past or present, has been or is with Torny Financial Com- 
pany? A. Right up until the present time? 

Q Yes. A. Yes. I had such conversation with Mr. Black and 
it might very well have been at my home after the 19(a)(2) order was 
signed by the Commission. After I was advised of that -- well, Iam 
getting off on another subject. I may 

[759] 
have heard some expression from him that he acted in the capacity of 
a financial manager or financial something or other for Torny, andI 
believe that it came up at some point during my conversation at my home 
in this October. 

Q. This past October? A. This past October. 

Q. That would be the first time you ever had any information as to 
any connection between Torny and Black? A. It might be. I don't know -- 
at the present time I can't think of any other time I may have learned 
it, but we spent a whole weekend together at my home after that order 
was issued, andI discussed at some time or other the subject of Torny 
or the name "Torny"” came up, and I believe he was referred to as 
financial manager or some such similar term. 

Q. Have you learned, as of now, any connection between Mr. 
Samuel Ciglen and Torny Financial Company? A. No. Asa matter 
of fact, I have learned to the contrary. I was advised by Mr. Ciglen that 
he was definitely not an officer or a shareholder of Torny Financial. 

Q. When was this? A. After these orders were issued. He may 
have indicated it to me some time prior to that time, but I discussed these 
various subjects with him that would come about with respect to the 
orders that the Commission 

[ 760] 
had issued, and somehow or other the subject of Torny did come up at 
that time. I don't know exactly, but I know this, that Mr. Ciglen made 
it crystal-clear to me that he was not an officer, director, or share- 
holder of the company, as he put it they are a very excellent client of 
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his office and no more. | 
* * x x * 7 x 
[ 768] 
* x Having examined these letters, Mr. 


Schwebel, can you relate the transactions therein referred to and your 
participation therein? If you want to have them in front of you, you 
may. A. Yes. These letters appear to be quite clear, and I think they 
speak for themselves. It starts off with the first letter, from Mr. James 
P. Arnett. Mr. Arnett is a member of the bar of Canada, or Ontario, 
and I have known Mr. Arnett, oh, for quite a number of years, possibly 
ten or fifteen years. I notice that this letter dated September 26, 1956, 
tells about the fact that a client of his named -- well, he doesn't say the 
nane in this letter -- was willing to sell a block of 150, 000 shares of 
Great Sweet Grass. There is another letter from Mr. Arnett dated Oc- 
tober 4, which starts off with "Thanks for yours of September 29," which 
we don't seem to have here at the present time, where he states, "You 
may be assured that I would not suggest to you the purchase of shares of 
Great Sweet Grass Oil or any other company if I considered that in so 
doing there was any possibility of a violation of any laws, either of this 
country or the United States. The company is not in : 
A [ 769] 

primary distribution. Neither is this purchaser from an underwriter nor 
a person or a company holding sufficient quantity of shares to materially 
affect the control of the company." 

And then he goes on telling that they are willing to sell a block of-- 

Q. May I interrupt a minute, Mr. Schwebel? I think the letters 
do speak for themselves. I was interested in what you did after receiving 
the first letter of September 26 offering to sell a block of 150, 000 
shares. | 
Did you contact M. J. Shuck Company at that time to discover if 
they would be interested in handling that distribution? A. Yes, I must 
have. | 
Q. What arrangements did you make with Mr. Shuck at that time? 
















[769] 
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A. I must have shown Mr. Shuck this letter. I am quite sure I 
did. I advised him of the fact that these shares were for sale and that if 
Arnett gave us the appropriate assurances that these shares were not 































that of the issuer or part of an underwriting or from a control person. 

g As we notice in the language that I requested from Mr. Arnett, by way 
of his representations, I just submitted it to Mr. Shuck and stated to him 
that in response to his question that I thought he could sell these shares. 

* * * * x * 

[ 776} 

[ THE WITNESS] * * * Yes, to your question, incidentally, I did 
not know Davies, and I went back to Jim Arnett and asked him about Mr. 
Davies' standing, and reputation, and he got a good send-off from Mr. 
Arnett, and as a result of that this letter was sent through and an ar- 
rangement was made with the Shuch organization, and in this letter again 
I don't want to encumber the record, the last paragraph indicates these 





shares were acquired in the open market, and none of his people were in 
any way hooked-up with Great Sweet Grass. 

Q. Did it raise any question in your mind, Mr. Schwebel, that 
within a period from October 14, 1955 -- and I take it the first arrange- 
ments for Albontec was formalized -- through November 11, when the 
Ontario Cobalt sale of Great Sweet Grass shares was arranged, that was 
a sizeable total block of shares in the Great Sweet Grass company that 
was being distributed within the United States? A. It was a sizeable 
block. However -- 

Q. It was over 500,000 shares in all, was it not? A. Yes. How- 
ever, at least I felt that receiving these representations and warranties 
from a man like Jim Arnett 


a 


[777] 
who I have always respected, that I could respect his representations that 
these shares, for the want of a better word, would not be "tainted" 
shares, that could not be sold. 
Q. You didn't feel it was necessary to make any further investi- 
gation as to any possible inter relationship between these three vendors, 


Se [ 787] 


and the company, or Torny Financial, which had acquired 500, 000 
shares on August 23, 1955? A. Iam sure that I must have asked Jim 
Arnett whether or not Albontec and Candore were in any way related or 
affiliated with each other, and had his answer been in the affirmative 

I would have reacted completely differently, and I feel confident that I 
must have asked Mr. Arnett regarding the Ontario, whatever it is, 
company, whether there was any relationship betwen that company and 
the other two companies. 

Again, I say, had the answer been in the shiumnative | my reaction 
would have been different. | 

oe x ci 5 x * 

[ 778] 

HEARING EXAMINER: If you are confident you must have asked, 
aren't you positive as to what his answers were? : 

THE WITNESS: Yes. His answers were they were not in any way 
affiliated with each other, because had his answer been in the affirma- 
tive I would not have even discussed the matter with any client of mine 
to sell the shares. | 

* * * * * * 

[782] 

Q. * * * * But I will not require an answer in this case. I don't 
believe that I got a clear answer from you to whether you do not feel 
that having represented the company in connection with the issuance of 
500, 000 shares to Torny Financial Company, that it was incumbent upon 
you to make somewhat further investigation as to the source of these 
shares that were distributed by Shuck and Company, coming from the 
sources that have been identified, Albontec, and soon. A. I did make in- 
quiry as to the source, and was advised they were purchased on the open 
market. ! 

* * * * * | * 

[ 787] ! 

Q. NowI should like to now turn to the listing application in con- 

nection with 1, 750,000 shares of Great Sweet Grass stock issued to 





[787] 
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Depositors Mutual Development Company. There has been introduced 
into evidence heretofore an opinion letter that you furnished to the Ex- 
change at that time, stating in your opinion that the issuance of such 
shares was a transaction exempt from registration under the Securities 
Act of 1933? A. Yes, Ihave it before me. 

Q. The letter Iam referring to is Commission Exhibit 15, your 
opinion letter dated December 20, 1955, which bears your signature, and 
then it is "By Irwin R. Frumberg." 

Would you describe what information you had at the time you pre- 
pared that opinion to the American Stock Exchange leading you to the 
conclusion that there was an exempt transaction? | 

A. I was away in Florida for the latter part of December with my 
children when they got out of school up until the early part of January. 

I received a phone call from Mr. Frumberg advising me that Mr. Ciglen 
had communicated with him, and told him all about this acquisition. He 
said that for some reason, which I now forget, I don't know what it was, 
they wanted this transaction closed before the end of the year. He com- 
plained bitterly several days before Christmas that he didn't care to go 
out west and handle it. 

[ 788] 
However -- I remember that very distinctly, how he did undertake to go 
out there and he represented the office in this transaction. 

I know nothing about this transaction other than that which appears 
in the opinion letters that we filed with the American Stock Exchange. 

Q. You made no inquiry yourself of Mr. Ciglen or any officer or 
director of the Great Sweet Grass Oils, Ltd., as to what this transac- 
tion was all about, is that your testimony? A. That is right. I may have 
made, in passing, some inquiry, but the matter was completely in Mr. 
Frumberg'’s hands, whom I felt was possibly even more competent than 
I was to handle it. 

Q. And you signed this letter, did you not, to the American Stock 
Exchange? A. I did not. 
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Q. That is signed by Mr. Frumberg? A. Is it sine by me, I 
am sorry. 

Q. It has two signatures on it. A. No, that is not my signature. 

It was signed evidently, both by Mr. Frumberg, with my name and his 
name, but he has every right and authority to sign my - if he so saw 
fit. 

Q. Did you make any inquiry of Mr. Frumberg as to what he had 
found out about the transaction? 

[ 789] 

A. Just in avery general way. I was handling other matters at 
the time when I got back from vacation, and again I state that I felt Mr. 
Frumberg was weil qualified to handle it on his own. ! 

Q. You say in a general way. Will you be as ‘sscit as you can 
as to what you inquired Mr. Frumberg of, and what he told you? A. Just 
what these opinions state, andno more. He indicated to me that he pre- 
pared this opinion, that he was satisfied with what he had ascertained, 
that he had secured a certificate from -- I don't know whether you have 
this -- he secured a certificate from Depositors Mutual Oil Develop- 
ment Company of Robert M. Jordan -- signed by Robert M. Jordan, 
president, dated December 27, 1955, which indicated what he considered 
compliance with Rule 133 -- have you got a copy of this? 7 

Q. MayIsee that? A. Yes. : 

MR. BLACKSTONE: I offer that in evidence as Commission Ex- 
hibit 108. | 

THE WITNESS: Wasn't that filed, Mr. Blackstone, with the Ameri- 
can Stock Exchange? : 

BY MR. BLACKSTONE: | 

Q. It wasn't produced by the American Exchange. A. It wasn't? 

[790] : 

Q. As far asIknow. Mr. Mooney, do you know? | 

MR. MOONEY: I wouldn't remember it. It was probably produced 
with other papers. 





[790] 
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THE WITNESS: It may not have been. 

MR. BLACKSTONE: It is addressed to Great Sweet Grass Oils, 
Ltd., it is not addressed to the Exchange. 

MR. CUSHWAY: No objection. 

HEARING EXAMINER: Received. 

(Commission's Exhibit No. 108 
was received in evidence. ) 
BY MR. BLACKSTONE: 

Q. Did you make any inquiry of Mr. Frumberg as to what assurances 
or investigation he had made that the stockholders of Depositors Mutual 
Oil Development Company were going to retain the shares received from 
Great Sweet Grass Company? A. No, I just in general asked Mr. 
Frumberg if he was satisfied with what he had seen out there. He said he 
was, and that was sufficient for me. 

Q. Did you make any inquiries about Mr. Robert M. Jordan, as to 
who he was, and what part he played in this transaction? A. Ihave 
never seen Mr. Jordan in my life, and I haven't even inquired about the 
man. Mr. Mooney, that may not have been filed. I just guessed that it 
might have been. 

[791] 
MR. MOONEY: I said I didn't remember it, and I wanted to see it 
before I confirmed that statement. I never saw it. 
BY MR. BLACKSTONE: 
Did you in 1956 -- A. What is the number of that, please? 
108. A. 108? 
- Yes. A. ITamosorry, Mr. Blackstone -- 

Q. Did you, in 1956, become aware that shares of stock that had 
been offered, that had been given to Depositors Mutual, shares of Great 
Sweet Grass stock, were being sold by various brokerage houses over 
the counter in New York City? A. There was a time when I don't know 
definitely, when I think I received a complaint from someone at the 
American Stock Exchange, or elsewhere, that they understood that there 
were shares being offered away from the market, or over the counter. 
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I don't know whether it was just recently. I think it was possibly just 
recently, no more than a couple of months ago. | 

Q. Do you feel that as an attorney that has given an opinion to the 
American Stock Exchange that there is nothing further incumbent upon 
you to inquire into as to the validity of that opinion when further facts 
developed that lead you to suspect that the original opinion paight be 
false? | 

[792] | 

A. That is a rather interesting question, as to whether a lawyer, 
after he renders an opinion, and six or eight months later ascertains 
that -- well, excepting this, ascertained that the opinion was false. At 
no time did I ascertain, right to this day, that the opinion is false. 

Q. Perhaps I shouldn't have used the word "false, " that the opinion 
may have been in error and based on inadequate information. I was 
short-circuiting. A. I realize that. I don't have that information today, 
Mr. Blackstone. | 

Q. Nothing has come to your attention during 1956, from any source 
whatsoever, and your files do not indicate anything that leads you to doubt 
the validity and the accurateness of the opinion rendered to the American 
Stock Exchange on the date indicated? A. Absolutely nothing has come to 
my attention, and I feel the opinion is valid today. I know of no facts to 
indicate that the opinion was not correct. , 

ae x a Bg *x bd 

[ 807] : 

Q. * * * Your testimony, then, is you yourself did not make an 
investigation of the facts of the Pitts transaction. Again, you left it to 
one of your employee attorneys to do that? A. That is correct. 

Q. You did not raise any question as to who the Pitt company was, 
where it got its properties it was selling, or anything of that nature ? 

A. I did not. | 
[ 808] : 

Q. Did you make any inquiry to find out whether the Pitt shares 

were to be held for the Great Sweet Grass Shares issued in the Pitt 


[ 808] 
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Transaction were to be held for investment? Under rule 133 that would 
not be necessary. 

Q. That is your interpretation of 133? A. That is still my in- 
terpretation. 

Q. Your interpretation of rule 133 is that the stock acquired in 
acquisition of assets, the stockholders of the company giving up their 
assets can immediately distribute or sell all of the shares acquired, is 
that your understanding of rule 133? A. My understanding is, the im- 
portant thing is the intention that prevails at the time that the transaction 
is made, and if it is the intention that if they have no present intention 
to distribute these shares and enter into or engage in a public offering at 
the time that the arrangement is made, if they dispose of these shares 
later on that is the purpose of rule 133, as I see it. It is no sale. 

Q. Now, may I ask you, do you have anything in your file that in- 
dicates that there was this intention on the part of the stockholders on 
this list of November 20, 1956, Division Exhibit 17, that these persons 
had no intention to sell these shares? Is there anything in your files 
to that effect? A. Ihave nothing here at the moment. I might indi- 
cate 

[ 809] 
this to you, Mr. Blackstone -- 

Q. When you say nothing at the moment, do you have anything in 
your files in your office? A. No. Maybe Mr. Frank may have satis- 

fied himself with respect to that. 

I indicated before that I did not handle this matter, and as they say, 
Iam "playing this tune by ear, " I am pulling papers out of the file as the 
head of this firm to establish to the extent that I can the amount of work 
that was done in these various transactions. 

Insofar as rule 133 is concerned, I don't know of any adjudications 
on the subject that you have just raised, as to the manner in which 
shares may be acquired under rule 133. 

Rule 133 is rather specific, Iam sure you know the origin of it 





Me [ 815] 
from the old "E" form and the footnote to the "E" form, etcetera. 

But it appears to me that if there is a bona fide corporation, and 
this corporation on a vote of its shareholders, determines to sell its 
assets to another corporation for shares, and if the shareholders of the 
selling corporation are all bound, under the particular law prevailing in 
that state, except for the rights of dissenters, the sale of or the delivery 
of the shares by the corporation to the selling corporation, the selling 
corporation of its assets, would | 

[ 810] 


a no-sale transaction. 

Q. Let me ask you, in your opinion did it make no difference that 
the stockholders of the selling corporation intended to make an immediate 
distribution of the shares acquired upon the sale of their assets? Is that 
your understanding? A. Ihave never had that question put to me. 

Q. Did you give any instructions to the attorneys employed by you? 
That is to make any inquiry of the intention of the stockholders of these 
selling companies to make a distribution of the shares received upon the 
sale of the assets? A. I gave no such instructions. I had qualified 
members of the bar who have been practicing law for a long period of 
time. | 

Q. You answer the question, Mr. Schwebel, and that is all I want, 
thank you. A. Excepting you led to the possible conclusion that these 
men are not qualified, and should be told these things, and Iam sure I 


don't have to tell a man like Frumberg what to look for or what would be 


required for a rule 133 exemption. 
* Me * 
[815] 

Q. In other words, that it is acceptable to you as a practicing 
attorney to file a report with the Commission by an expert without his 
consent, and when you find out that it was not with his consent, there is 
no necessity to withdraw the report or bring the matter to the attention 
of the Commission. Is that your testimony? A. I would believe so, 
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from my present understanding of the Act, or the rules. 

Q. There is no obligation on your part to communicate this fact 
to the Commission? <A. That is correct. 

HEARING EXAMINER: Why? 

THE WITNESS: I beg your pardon? 

HEARING EXAMINER: Why do you say that? 

THE WITNESS: I feel that if this was a report of this engineer, 
signed by him, it sets forth the true facts regarding the opinion that he 
rendered, and whether or not 

[ 816] 
he gives his consent to filing it with the Commission in an 8-K report, 
and not in a '33 Act registration, in my opinion there is a distinction 
that such consent is not necessary. I would like to have Mr. Blackstone 
tell me or call to my attention, for my future edification, the section or 


rule that requires that. 
* * 
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[860] 
RICHARD F. CAMPBELL 


K * 


DIRECT EXAMINATION 
* * 


[865] 
By Mr. Blackstone: 
Q. Would you testify what your conclusions are in this 


[866] 
regard, Mr. Campbell? A. Yes, Sir. 

What I did was intercompare all of the various letters which I 
previously identified as having been submitted to me in the FBI labora- 
tory, and I divided them into the following 7 groups, and I will take each 
group individually. 

As a result of comparing, or intercomparing all of these speci- 
mens, I reached the conclusion that the typewriting on Q-i through Q-5, 
inclusive, which are in exhibit 69, Q-12, which is in exhibit 69, Q-30 
and Q-31, which are in exhibit 56, Q-42, Q-43, and Q-44, which are 
in exhibit 68, Q-46 through Q-53, and Q-55 through Q-58,which are in 
exhibit 61, and Q-64, were prepared by the same typewriter. 

Mr. Blackstone: Now, your Honor, this group includes letters 
that are in each of these exhibits representing vendors' letters for both 
Great Sweet Grass and Kroy Oils stock handled by both Rothschild and 
de Vroedt. : 

Would you want further identification? 

Hearing Examiner: No, I think not. 

* * ca 

[983 ] 
LLOYD FRANK 


* xf 


DIRECT EXAMINATION 
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By Mr. Blackstone: 
* oe * * 
[996] 
we * * * 
Q. Atno time do you remember any conversation you had with 
Mr. Norris Black about Torny? A. About Torny, no, sir. 
Q. You have had conversations with Mr. Black, have you, in 
the past year and a half? A. Yes, sir. 


Q. What did those matters relate to? A. Just, 'How are you?", 


"Fine." I never spoke to him as an attorney, merely as someone I had 
been introduced to in the office, in a social -- I shouldn't say "social" 
relation, because I never had a social relation with him. But as some- 
one who was a client of the office, I would say "hello" to him. 

Q. Mr. Schwebel never asked you to do any legal work for Mr. 
Black? A. No, sir. 

Q. Do you have any knowledge as to Mr. Black's relationship to 
Torny Financial Company? A. No, sir, not that I can remember. 

Q. Do you have any information as to Samuel Ciglen's 


[997] 


connection with Torny Financial Company? A. I have no knowledge, sir. 


Q. It has never been discussed in your presence, and you have 
never seen any correspondence or other information about it? A. That 
is a difficult question for me to answer, except that I can't recall at 
this time; you have to recognize the fact that a great number of letters 
and correspondence go across my desk and I handle a great number of 
different matters, and I handle them as properly as I can handle them, 
and when I finish with a matter, I finish with it, I don't try and retain it. 

Q. Is Torny Financial Company a client of Mr. Schwebel's? 

A. I don't know, sir. 


Q. Have you ever seen a file in the office on Torny Financial ? 
* * * * 
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DAVID M. DOOLEY 
* ae 
DIRECT EXAMINATION 
By Mr. Schiller: 
ae * 

r [1084] | ‘ 

Q. Will you tell us when you first called to prepare a report in 
connection with the properties owned by the Jordans and their families ? 
A. I don't recall exactly. It was some time prior to the November 
date in which the report was finally written. 2 

Q. What were the circumstances under which you were called 
to prepare that report? A. I was requested to prepare a written report 
after I had -- in response to a telephone request -- made a rather hur- 


ried and qualitative review of the properties and gave a — answer 


of the approximate value of the properties. 

Q. Who called you originally, Mr. Dooley? A. I think the report 
itself was specifically ordered by Mr. Hext. : 

Q. Were you called by a Tulsa engineer? A. Yes, I was first 
contacted by an engineer from ! 


[1085 ] 

Tulsa whose name I don't recall. He had been requested by an engineer 
in Calgary to make a review of these properties, and due to the press of 
other work he could not do it, and he had suggested several names, and 
the Calgary firm had known of my organization by reputation and had 
asked him to see if we would do the work and requested us to contact 
Mr. Hext. | 

So in response to this call from Tulsa we telephoned Mr. Hext 
in Calgary and he ordered us to proceed with the work. | 

Q. What instructions were you given at the time you were re- 
quested to make this report? A. Our first instructions were to deter- 
mine exactly what the properties consisted of. The submittal which had 
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By Mr. Blackstone: 
* * * cd 
[996] 

Q. At no time do you remember any conversation you had with 
Mr. Norris Black about Torny? A. About Torny, no, sir. 

Q. You have had conversations with Mr. Black, have you, in 
the past year and a half? A. Yes, sir. 

Q. What did those matters relate to? A. Just, "How are you?", 
"Fine." I never spoke to him as an attorney, merely as someone I had 
been introduced to in the office, in a social -- I shouldn't say "social" 
relation, because I never had a social relation with him. But as some- 
one who was a client of the office, I would say “hello" to him. 

Q. Mr. Schwebel never asked you to do any legal work for Mr. 
Black? A. No, sir. 

Q. Do you have any knowledge as to Mr. Black's relationship to 
Torny Financial Company? A. No, sir, not that I can remember. 

Q. Do you have any information as to Samuel Ciglen's 


[997] 


connection with Torny Financial Company? A. I have no knowledge, sir. 


Q. It has never been discussed in your presence, and you have 
never seen any correspondence or other information about it? A. That 
is a difficult question for me to answer, except that I can't recall at 
this time; you have to recognize the fact that a great number of letters 
and correspondence go across my desk and I handle a great number of 
different matters, and I handle them as properly as I can handle them, 
and when I finish with a matter, I finish with it, I don't try and retain it. 

Q. Is Torny Financial Company a client of Mr. Schwebel's ? 

A. I don't know, sir. 


Q. Have you ever seen a file in the office on Torny Financial ? 
* ae * ae 
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DAVID M. DOOLEY 
cd 
DIRECT EXAMINATION 
By Mr. Schiller: 
* ak 

: [1084] | ‘ 

Q. Will you tell us when you first called to prepare a report in 
connection with the properties owned by the Jordans and their families ? 
A. I don't recall exactly. It was some time prior to the November 
date in which the report was finally written. : 

Q. What were the circumstances under which you were called 
to prepare that report? A. I was requested to prepare a written report 
after I had -- in response to a telephone request -- made a rather hur- 
ried and qualitative review of the properties and gave a tentative answer 
of the approximate value of the properties. 

Q. Who called you originally, Mr. Dooley? A. I think the report 
itself was specifically ordered by Mr. Hext. : 

Q. Were you called by a Tulsa engineer? A. Yes, I was first 
contacted by an engineer from | 


[1085] ! 

Tulsa whose name I don't recall. He had been requested by an engineer 
in Calgary to make a review of these properties, and due to the press of 
other work he could not do it, and he had suggested several names, and 
the Calgary firm had known of my organization by reputation and had 
asked him to see if we would do the work and requested us to contact 
Mr. Hext. : 
So in response to this call from Tulsa we telephoned Mr. Hext 
in Calgary and he ordered us to proceed with the work. 3 

Q. What instructions were you given at the time you were re- 
quested to make this report? A. Our first instructions were to deter- 


mine exactly what the properties consisted of. The submittal which had 





[1085] _ 
been made by Mr. Jordan involved the properties which were under 
several different ownerships, and we had to first accumulate accurate 
data on exactly what properties were involved, and then to give a quali- 
tative answer on approximately the value of the properties for present 
production and what could be done with the properties in the future. 

Q. Were you told to prepare the report in three categories ? 
A. Yes, sir. 

Q. Will you tell us what categories you were asked to prepare 
this report in? A. I was asked to report proved producing reserves, 


[1086 ] 


that would be oil and gas that would be recovered from present producing 


wells. Proved undeveloped reserves, that would be oil and gas which 
could be recovered from wells to be drilled, and wells in which there 
was a certainty that production would be obtained. And the third cate- 
gory was possible reserves. That category was to include oil and gas 
reserves from horizons which could not at that time be considered de- 
finitely proved, but which in my opinion had a strong likelihood of even- 
tually producing oil and gas is substantial quantities. 

Q. Did you know at the time that you were preparing this report 
that this would be filed with the Securities and Exchange Commission? 
A. No, I did not. 

Q. Had you known of that fact, would your report have been 
different? A. The report I wrote served the purpose for which it was 
written. If I had known it would have been filed with the Securities and 
Exchange Commission, I would have written another report. That is a 
little obscure. I had to write the report that I wrote to serve the pur- 
pose for which the report was ordered. 

Hearing Examiner: Will you state again what that purpose was? 

The Witness: That purpose was to advise Mr. Hext whether or 
not his company, Great Sweet Grass Oils, Limited, 
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[1087] : 


I believe, should acquire these properties, or at least what my opinion 
was of the value of these properties as they existed at the time, and 


what the future of the properties might be under an aggressive develop- 


ment program. 
Hearing Examiner: Go ahead. 
By Mr. Schiller: 

Q. Did he tell you how much he was paying for the properties ? 
A. No, sir, he did not. 

Q. When you Say the report, you would not have filed that report 
had you known it would have been filed with the SEC, was there a reason 
for that statement? A. I said I would not have filed that report for the 
SEC. I would have written that report, but if I had been requested to pre- 
pare a report for the SEC I would have written another report. 

Q. Another type of report? A. Yes. 

Hearing Examiner: In what respect would it have differed? 

The Witness: One thing, I definitely would have left out the 
possible reserves category. I was at that time fairly familiar with the 
basis of evaluation of properties employed by Mr. Tell White, the SEC's 
engineer. Accordingly, I would have tried to write a report with which 
he would not have 
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found obvious faults, and among other things I know he would not have 
considered possible reserves. | 

| 
[1149] 
TELL WHITE 


was called as a witness to the stand, and after being duly sworn, was 
| 


examined and testified as follows: 
Hearing Examiner: Your full name, please? 
The Witness: Tell T. White. 
DIRECT EXAMINATION 
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By Mr. Schiller: 
Q. What is your address, Mr. White? A. 208 Massachusetts 
Avenue, N.E., Washington. 
Q. What is your occupation? A. Petroleum and Natural Gas 
Engineer and Geologist. 


Q. Will you state your educatim and experience? A. I received 


a bachelors degree in engineering from the University of Arkansas in 
1915, after having gone to that school and also to the University of 
Illinois, one summer. 

Along in 1918 I began mapping surface geology in Oklahoma. I 
continued to do geological work for, oh, some 15 years. At the same 
time I did some brokerage work and the combination of the two caused 
me to start making estimates of oil reserves in order to know whether 
the properties had sufficient value to be even offered for sale or not. 

Also, I did sub-surface geological work, leased land and pro- 
moted oil wells. In 1937, I joined the Staff of the Securities and Ex- 
change Commission. 

However, before that time, I had worked with seismograph par- 
ties for Phillips and for Shell. 

And I worked six months in the Land Department of Shell. I was 
with the Bureau of Mines for six months. 

Q. How long did you work with the Phillips company, Mr. White? 
A. Oh, just six months, something like that. 
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Q. You came with the Commission in 1937? A. Yes. August 
11, 1937. 

Q. Since you came with the Commission have you been a geo- 
logist with the Commission, on the Staff continuously since that time? 
A. A geologist and petroleum engineer, yes. 

Q. Will you tell us what your duties are with the Commission? 
A. We examine every filing that has anything to do with oil and natural 
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gas business. The most complicated examination is checking the oil and 
gas reserves which are included in these filings, usually by a letter re- 
port, but accompanied by a great deal of supplemental information which 
sets forth the basis for such reports. 

I also check any geological reports that may be filed, and in 
connection with investment companies we actually evaluate the oil and 
gas properties involved, putting a dollar value on them. : 

I don't do that much in the corporation Finance Division. On 
occasions I appear in hearings such as this. I also appear in Federal 
courts in connection with matters involving oil and gas testimony and 
testify as an expert witness. I have also appeared before congressional 
committees. | 
Q. How often would you say you have appeared in Federal courts 
as an expert? | 
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A. Oh, probably 7 or 8 times over that period. ! 

Q. How often have you appeared on behalf of the Commission and 
testified as an expert? A. Well, I can't give you any exact number. We 
don't pay very much attention, but I would say 8 or ten times at least. 

Q. That goes back to starting with 1937? A. Yes. 

Q. To date? A. I don't have a case every day, you know. It 
is not that fast. : 

Q. In connection with your duties did you have an occasion to 
examine the 8-K report filed by the Great Sweet Grass Oil Company? 

A. I did. 

Q. Relating to the acquisition of the Pitt Properties, and the 
Depositors' properties. A. By Great Sweet Grass wane about January 
1 I noted that Pitt was acquired the same day. 

That was the same day they acquired the Jordan properties from 
Depositors ? 

Q. When did you examine that report? A. In February, 1956. 
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Q. What did that examination consist of? A. Well, the examina- 
tion pertained almost entirely to 
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Dooley report. I examined -- 

Q. That related to the oil properties acquired by Great Sweet 
Grass from Depositors' Mutual Oil Development Company? A. It did. 

The first, you observed the various facts which were set forth 
and almost was surprised, but I noted that they had included 93.6 million 
barrels of oil reserves and 338 billion cubic feet of natural gas reserves 
for the unproved category, which is most -- well, it is just not done in 
filings which go to the public. 

Next, I noted that a large amount of proved undeveloped reserves 
allocated to the Short Junction-New castle area amounting to 5, 365, 000 
barrels of oil, and also there were 510, 000 barrels of developed oil re- 
serves ascribed to producing wells in the Short Junction-New castle 
area, and I noted there were 2, 200, 000 barrels of undeveloped reserves 
included for the Evansville area. 

A lease on which there was one well, but that well had not been 
included in the sale. Then I noticed that there were reserves for three 
different fields in both the developed and undeveloped categories, all in 
lesser amounts than the ones just mentioned. 

I then checked the maps which were submitted to ascertain the 
location of the leases involved with respect 
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to development, either on or off the leases, and looked up our produc- 
tion records for these leases where there was mostly undeveloped re- 
serves involved. 
The Dooley Report itself had certain production information with 
respect to the wells in two fields in which there were a goodly number of 
wells and had one set of production figures for the C.S. Smith lease, 
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located in Section 1. Those production figures which were available 
were transcribed off on to charts and platts, on a sheet of paper. I 
studied them and looked at them awhile and formed some conclusions 
as to the reasonableness of the reports. | 

Q. With respect to the two million and two hundred barrels of 
undeveloped oil which were included in the Evansville area, were there 
any production figures in connection with that lease? A. No, there 
weren't any for the lease proper -- I mean in the first place I understand 
there was a 160 acre lease that Jordan owned, and that he transferred 
the most of that lease, with the exception of the Southwest ten acres on 
which an oil well was located. 

There were no production figures for that oil well. | 

Hearing Examiner: Did I understand you to say -- : 

The Witness: By months. There was a figure in the first part 
of the report, in the text of the report, which stated the well made some 
240-some odd thousand barrels, or some ! 
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such amount, and was still making 20 barrels of oil and 30 barrels of 
water, or something like that. Would you rather I would read the figures 
from the report, or from memory? 
By Mr. Schiller: 
Q. I would prefer you refresh your recollection from your report, 
Mr. White. 
Hearing Examiner: I would like to clear up one ke When you 
said he transferred all but some ten acres with a well on it -- 
The Witness: They assigned the ten acres -- they kept the ten 
acres and assigned the remainder. | 
The Great Sweet Grass Company did not get the well. They got 
all except the well. 
Hearing Examiner: That well was in production? 
The Witness: Yes, sir. 
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It was a relatively small well. This well in question, in the 
Evansville field, Logan County, which was not transferred, according 
to Mr. Dooley, was making 25 barrels of oil and 60 barrels of water at 
the time of his report, and he stated it had a total recovery of more 
than 265, 000 barrels of oil. 

My figures indicated that the well had maybe about 75, 000 barrels 
of oil. 

By Mr. Schiller: 
Q. With respect to the category that you classified as 
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unproven oil or gas reserves, I believe you stated that it was your view 
that that should be eliminated from the report because it was not done 
in reports, is that the way you stated it? A. Well, it is not included 
in reports because the inclusion of such reserves would be misleading. 

Q. Would you tell us why? A. Because there is not enough 
certainty that they will ever be produced as to lend sufficient credence 
for them to be included. 

Proved oil reserves are of course in two categories: one which 
will be produced from wells which have actually been drilled. That is 
your firmest class of reserves. 

The undeveloped proved category covers reserves, assigned or 
ascribed to acres or locations which, based upon all past production, all 
geological information, indicates that such locations are reasonably cer- 
tain to produce when they are drilled. It don't mean they are certain. 
That is not the idea. They are reasonably certain, because nothing is 
really certain. They drill a lot of dry holes. It is the concensus of 
opinions that it is considered a proved location. And then you move on to 
the unproved category, there just isn't any basis for their inclusion. 
Sometimes they are possibilities, sure. 

You can't just build a fence and say there is no oil 
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outside this fence. : 

Q. Has it been the policy of the Commission, as far as you know, 
to always exclude from the report any reserves which are stated to be 
in the unproved category? A. Oh, yes, definitely. I think that Mr. 
Dooley's report itself would pretty near take care of that. He says that 
these reserves are potential production from reservoirs not yet dis- 
covered. It would be pretty difficult to ascribe quantitative amounts to 
a reservoir that hasn't been discovered. 

Q. After you made a study of the reports submitted by Mr. 
Dooley, did you form an opinion as to the reasonableness of i oil re- 
serves as stated? A. I did, yes. | 

Q. Will you give us what your opinion is? Will you give us what 
your opinion was, rather, at that time? A. Well, the opinion was that 
the 93.6 million barrels of unproved oil reserves, and the 238-1/2 
billion cubic feet of unproved natural gas reserves, should be eliminated 





from the report. : 

It was my opinion that the 510, 000 barrels ascribed to the two 
producing wells from the Hunton Line, and the Short Junction-Newcastle 
area, was excessive of a reasonable amount. 

It was my opinion that the 5, 365, 000 barrels ascribed 
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to undeveloped locations in the short grass-- 

Mr. Blackstone: Short Junction -- 

The Witness: Short Junction-Newcastle area, was any greater 
than any amount that could be justified. It was my opinion that the 
2, 200, 000 barrels ascribed to the Evansville district was almost en- 
tirely unjustified. 

By Mr. Schiller: | 

Q. Was that because this latter was one producing more water 
than it was oil at the time you made your study? A. That was based on 
the location of the dry holes. There was one dry hole 40 miles east of 





[1158] - 
the well, and there was one a little to the northwest, and some other 
dry holes, or maybe one or two of them that produced a small amount 
of oil to the south and west. There was nothing to the northeast to justify 
any such amount. 
By Mr. Schiller: 

Q. How about the north Hoover and Brady areas? A. I didn't 
have the exact ownership, but those amounts were nothing like as large 
as these others, and I didn't take any exception to those figures at that 
time. There were quite a number of wells involved, but I didn't know the 
exact ownership. That was the thing that bothered me on those. 

Q. After you made your examination, what did you do? A. I 
wrote a memorandum to the section and suggested 
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that we get -- first, that this 93.6 million barrels of oil and the 238-1/2 
billion cubic feet of gas be deleted immediately from the report, and we 
asked for supplemental information concerning all the other wells in 
order to form a final decision as to what would be reasonable amounts of 
reserves which could be included. 

Q. I show you divisions exhibit No. 1, Mr. White, and ask you 
whether the essence of your report was included in the letter that was 
sent to the company with respect to the oil reserves? A, Yes, on page 
1 and 2 it includes what I wrote. There are some additional suggestions 
there concerning the Sproule report, but the ones concerning Mr. 
Dooley's report are included. 

Hearing Examiner: Mr. White, would you explain a little more 
definitely what you found with regard to the question of ownership? You 
said there was some doubt in your mind regarding ownership. 

The Witness: As to the fractional percentages or decimal per- 
centages. 

Hearing Examiner: Was it set up in the right way, or wasn't the 
evidences of title there, or what was the situation? 








1161 

- [1161] 
The Witness: Mr. Dooley's report was more or less a summary 

report. He did not set forth reserves by leases. ; 
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And when he came out, there wasn't anything to apply the frac- 
tions to except just in general. There was too much left out. He did 
not furnish with this report, as filed, a tabulation of the reserves by 
leases, and the interest owned. There were some figures back there, 
but I tried to check them against that written description and I didn't -- 
I wasn't satisfied. ! 

It wasn't a case of who owned what; it was a case of om did 
they own. | 

Hearing Examiner: I see. 

By Mr. Schiller: 

Q. That letter is dated March 8. A. Yes, sir. 

Q. -- Mr. White. Did you receive a reply to the request for 
the information from the company? A. I never received any information. 
It was my understanding somebody wrote back to the proper Commission 
authority sometime later, something about they were going to get it, or 
they might, or something. 3 

Q. When did you first receive any information in response to this 
request? A. On October 17, 1956, Mr. Dooley came by Pocahontas, 
Arkansas, and gave me the figures for the Great Sweet Grass properties. 
That included reserves by leases, the description of the leases, the 
fraction or percentage owned by Great : 
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Sweet Grass, the reserves shown separately for those undeveloped and 
those developed for each lease, and the factors which he used as what 
he considered the thickness of the formation, the number of acres in- 
volved, and the number of barrels per acre foot. That was on October 
17 he furnished the paper which I have here. 
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Q. Since the time you made your examination, and that letter 
requesting the additional information, what did you do in the matter 
after that? A. Well, after I talked to Mr. Dooley, I went over to Tulsa 
and checked the actual pipeline runs with the purchasers of the oil. 

That was about October 30. And on October 31, to November 1, 
I was in Oklahoma City and dropped around to the Oklahoma Corporation 
Commission and asked a few questions about allowable, and then went 
down in the field and visited the Short Junction-Newcastle area and the 
wells involved and went over to Lexington where the Kroy Company had 
some leases, and went then down to the Brady and Hoover areas, which 
are southwest of Paul's Valley. Then the next day I went to this well, 
the Evansville well in the Evansville area, which belonged to Jordan, 
and then went up by the water flooding project at Hellett. 

Q. At the time you were making your field visits, were there 
any reports of the other geologists that 
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were made available to you? A. I saw one report, let's see. 

The Commission mailed me the Fisk report, which I think I got 
November 2, and the next day or so I got some more reports which an 
investigator obtained and mailed to me. So I did examine those reports, 
which were made by five geologists, I guess. 

Q. Did he tell you where he got those reports from? A. It was 
my understanding that he subpoenaed them from various geologists . 
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Q. Were they reports on the same properties that you were 
examining at that time? A. Well, every report they sent me wasn't 
pertinent, but the majority of the reports covered some well or groups 
of wells or some lease or groups of leases which are involved. Some 
of them were just single well reports, and I think one report covered all 
of the properties. The Fisk report also covered all of the properties 


that Great Sweet Grass owned. i 

Q. Asa result of all of this study, what is your present opinion 
as to whether the reserves in the Dooley report, which were made part 
of the 8-K filing, with respect to their excessiveness? A. I consider 
they are excessive as to those in the proved category. Obviously the 
ones in the unproved category, they are just infinitely excessive. You 
have asked me now the amounts by which I -- ! 

Q. No, I will get to that. I just wanted to make sure you were 
telling us they were excessive with respect to the Short J unction-New- 
castle Fields, as well as the Evansville Fields. A. The reserves, as 
estimated, for the Short Junction-Newcastle area are considered to be 
excessive, and those for the Evansville area almost wholly excessive. 


I did not have any criticism of the reserves for the Hoover and 
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Brady areas as to the aggregate -- that is, no material criticism, al- 
though I thought certain wells were overestimated. In that connection, 
Mr. Dooley used the volumetric method regardless of whether the well 
was producing its full capacity or not. Once a well fails to produce its 
allowable, and is making all it can, the volumetric method will give you 
some very peculiar answers. If there was any reason that there might 
be some other formation involved, that still didn't preclude the use of 
the decline curve for that horizon which was producing and restricted. 

Q. In your opinion, would it have been better to use the declin- 
ing curve method in estimating the reserves rather than the volumetric 
method? A, In certain instances, where the wells were unrestricted, 
the other wells which were curtailed, he had to use the volumetric method. 
He couldn't use the decline curve method, but the recovery which you 
used for the wells which were still curtailed could have been based a 
little bit more closely to the recovery which it looked like he was going 
to get from the wells that weren't curtailed. | 

It was kind of like going from the unknown into the known, and it 
looked like the best way to do it. He might have had it in reverse. 











[1164] 


76 


Q. What did you consider -- did you finish, Mr. White? A. Yes. 
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Q. What did you consider a reasonable amount for the proved 
reserves in the Short Junction-Newcastle area at the time that Mr. 
Dooley made his report? A. I estimated that the better well, the better 
Hunton Line well, on the C.S. Smith lease, might have reserves as much 
as 140, 000 barrels net to the company, and the poorer well about 30, 000 
barrels. 

Hearing Examiner: Off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record. 

The Witness: Or a total of 170, 000 barrels for the two wells, 
that were then producing from the Hunton Line. That is in the Short 
Junction-Newcastle Field. 

As to undeveloped, I estimated about two average locations on the 
east lease, which had the better well on it, and about five on the west 
lease, which amounted to 729, 000 barrels for the proved undeveloped on 
the Hunton. Reserves like that -- that west well was reportedly a very 
small well, eight barrels. If you estimate anything at all to an offset like 
that, you may be very far off, but I figured putting five locations on there 
you certainly were giving them the benefit of all doubts. 

By Mr. Schiller: 
Q. By eight barrels, you mean eight barrels per day, don't you? 
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A. Eight barrels per day. That is an awfully small well. P 
Q. All right, continue. A. The better well looked better at the of 

date of Mr. Dooley's report than it did subsequently. It is my under- ‘ 


standing Mr. Dooley told me the well was capable of making 50 barrels 
of oil and 30 barrels of water at about the time he made the report. 
There wasn't any way to tell what its capacity was in the figures that I 
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saw, and when you get a curtailed well which is making its allowable, 
which is running along 45 or 55 barrels a day, something along that 
order, it can just be making it and you don't know what the excess capa- 
city is why you are almost thrown into an automatic overestimation. 

In summary, I estimated 170, 000 barrels for the two producing 
Hunton Line wells, and I estimated 729, 000 barrels of undeveloped 
proved reserves for a possible seven locations. There is some Bartles- 
ville possible production in there at the time he made his report, but 
there was no production on these leases according to my information. 
The only producing Bartlesville well was a very small well up to 
the north just off of these leases which is owned by Phillips Petroleum, 
which hadn't made but a few thousand barrels and wasn't making much 
oil per day. : 

According to my figures that Bartlesville well was completed 
about September, 1954. On that well, there were no production figures 
in Mr. Dooley's report, and it didn't | 

[ 1167] | 
actually sell any oil during the month of March 1955. A year later it had. 

The total pipeline runs were less than 4000 barrels, and the well 

was reported to have made seven barrels a month in March of 1956. 


Q. You mean seven barrels a day, do you? ! 

A. Seven barrels a day, 217 a month. Thatisa very small well. 
That other Hunton Line well was just about the same class. The 
poorer Hunton line well I am talking about. So in this Short Junction 
area you had one well, we will say reasonably good well. It wasn't any 
spectacular well at all. The 50 barrels a day and 30 barrels of water 
was its capacity. The other two wells were very poor. When I ex- 
amined it, that was what raised the flag on those large amount of 
proved undeveloped reserves. It was certainly a case of the “tail 
wagging the dog," because you just didn't have much developed re- 
serves to go that far, and undeveloped appeared to me to be wholly 
unjustified and everything that came to me later hasn't changed my 


' 
1 


mind. 
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As a matter of fact, I wouldn't give the two Hunton Line wells 
that are still producing and were producing at the date of the report 
quite as much oil as I'did give them as of the day of the report if I was 
doing it right today. 

Going into that Bartlesville, Mr. Dooley estimated -- 
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I don't want to misquote him -- he estimated 610, 500 barrels for the 
west lease, and 152, 600 for the east lease, or a total of 763, 100 barrels 
net proved undeveloped reserves from the Bartlesville formation. 

He used 30 feet of sand and 150 barrels to the acre foot. It was 
my judgment if there wasn't any more oil showing, and if that well up 
north had any bearing at all that those reserves were on the high side. 

So I figures that either the thickness was too great or the recovery was 4 
too great, I didn't know which, of course, but where he estimated 4500 
barrels for a given number of acres, I thought that 3000 barrels an acre 
would be all it would stand. 

So when I got through with the Short Junction-Newcastle area, 

I estimated 170, 000 barrels for the proved developed category, and 
1, 237, 730 barrels for the proved undeveloped category. 

Q. How did that estimate compare with the Dooley estimate 
made at that time? 

A. He estimated 510, 000 barrels proved developed reserves 
and 5, 365, 000 proved undeveloped reserves for both formations that 
was his total. 

Hearing Examiner: What were your comparable figures again? 

The Witness: 170, 000 for the proved undeveloped -- 

Mr. Blackstone: Proved developed? 
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The Witness: Proved developed, sorry. 1,237, 730 barrels for 
the proved undeveloped category. 
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By Mr. Blackstone: : 

Q. Mr. White, in that connection, that proved undeveloped 
covered both the Hunton Line and the Bartlesville? | 

A. Yes, sir. 

Q. As you have testified? 

A. Yes, sir. 

By Mr. Schiller: 

Q. So that your complete total of developed and undeveloped 
was about 1, 402, 000 barrels, against 5, 875, 000 barrels for Mr. Dooley, 
is that correct? 

A. Well, it would be 1, 407, 730 barrels, against 4, 85, 000 
barrels. 

Q. Did you examine the Fisk report that was filed on een 
24, 1956? : 
A. I did. 
Q. Will you tell us what the essential differences are » between 
' the Fisk report and the Dooley report with respect to the reserve es- 
timates? 
A. The Fisk report -- I never was able to see a dats on it. It 
was either as of September 1 of October 1. The production figures in 
some instances included Spptember, and in some instances they didn't. 
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Mr. Blackstone: For what year? : 

The Witness: 1956, which was either -- sia aaa with Mr. 
Dooley's report of October 1. 

Mr. Blackstone: What year? 

The Witness: '55. I presume that is right. I better check that. 
It was either October 1 or November 1. I guess it is as of November I 
based on the production figures. 

Mr. Blackstone: Whose report is that? | 

The Witness: Mr. Dooley's report was as of November 1, “1955. 
The only way I could check on that is he does have production figures in 
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here for October. As far as I know, there never was any "as of" date 
given, although everything points to the first of November. Maybe that 
third page over there -- 

By Mr. Schiller: 

Q. So the first essential difference between the Fisk report and 
the Dooley report is that they were made of two different dates; the Fisk 
report being May of 1956, and the Dooley report as of November, 1955? 
A. They were ten or eleven months apart, maybe something like that -- 
maybe only nine or ten. 

Q. Does the Fisk report include any property? A. The Fisk 
report covered a large number of properties which were not included in 
the properties covered by the Dooley estimation. It included all of the 
properties which 
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the company owned in Canada, none of which were in Mr. Dooley's 


report. It included a Trigg lease, in Canadian County, Oklahoma, which 


wasn't in Mr. Dooley's report. It included the Mary Thomas lease, 
which Great Sweet Grass didn't own at the date of Mr. Dooley's report. 

Also, the Fisk report included 1, 269, 151 barrels of reserves 
ascribed to waterflooding operations which haven't even been started, 
part of them a little over half in the north Hoover area, and the re- 
mainder in the Brady area. It is not customary to include secondary 
reserves unless such methods are in successful operations on a lease 
and summary results have been obtained. Otherwise, you would never 
get comparable reserves. 

Q. Was there also an additional well on the Smith lease which was 
included in the Fisk report that was not in the Dooley report? 
A. Mr. Dooley -- that was merely transferred from the undeveloped 
to the developed category. There was a new well completed which 
produced both the Hunton and the Bartlesville, according to the reports 
I saw, which were drilled after Mr. Dooley's report, and prior to Mr. 


Fisk's report. 
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The Mary Thomas lease for which reserves are estimated was a 
well drilling on it when I was down there that hadn't been completed. 
There were some other wells in the North Hoover area witich ‘were com- 
pleted since the date of the 
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Dooley report which involved the transferring of leases iaees one cate- 
gory -- of reserves from one category to the other. But with any 
company that is going along that would just naturally take place. 

Q. You would say, therefore, that the Fisk report may not be 
compared with the Dooley report insofar as the oil reserves are con- 
cerned because of the differences that you have just outlined to us ? 

A. Well, in its final answer they are not comparable. It has to 
be qualified. 

Q. What reserves did the Fisk report include for the: Short Junc- 
tion-Newcastle area? 

A. Do you want that in detail, or just one lump figure? 

Q. Give us the lump figure first, and then break it down into the 
detail. | 
A. The report actually stated that the proved developed reserves 
from both the Hunton and the Bartlesville sand was 803, 780 barrels, and 
for the proved undeveloped reserves from both formations, 2, 347, 116. 
Mr. Cushwa: Just a minute, which is that? Is that Dooley or 
Fisk? 

The Witness: That is Fisk. 

Mr. Blackstone: What was the total on the proved developed? 

Mr. Cushwa: 803, 780, I have. 
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The Witness: 803,780, for the proved developed. That is as 
Mr. Fisk calculated them. I had considerable trouble with his calcula- 
tions, and after checking it over it came down to 696, 622 barrels for 
the proved developed reserves, and 2, 029, 632 barrels for the proved 
undeveloped category, or a total of 2, 726, 254 barrels as against 
3,150,896. These calculations--Mr. Fisk set forth factors, such as 
porosity, volume shrinkage factor, connate water, and recovery fac- 
tor, and when he multiplied all these out and multiplied them by the 
number of feet he used, you get thicknesses in smaller amounts than 
what he used, That is what I call an error in calculation. _ 

In the Bartlesville sand in this Short Junction-Newcastle area, 
it figures out 112 barrels to the acre-feet. He used 26 feet of sand. 
That would be 2912 barrels per acre on the calculation, and he used 
3750 barrels. One other place there he estimated so much for a well, 
and when he multiplied it by nine, you get more than ten times as much, 

Anyway, these errors, according to my calculations, were 
424,000 barrels in error right there. ro 

Hearing Examiner: That was just errors in mathematics? 

The Witness: Well, I don't think an engineer is supposed to 
make mistakes in arithmetic. | 

Hearing Examiner: But that is what they were? ! 

The Witness: I don't know what they 2re. He didn't 

[1174] | 
use his factors. There is no use putting them down if he wasn't going 
to use them. That is the basis for it. He does not come along and say 
he is going to make 3750 barrels an acre without some basis. At least 
he might, but he shouldn't. 7 

By Mr. Schiller: i 

Q. Particularly the C. S. Smith lease on which the’ better 
Hunton well is located, Mr. White, give us Mr. Fisk's estimates on 
the developed reserves as against Mr. Dooley's. A. For the Hunton 
Line well, which was producing at the date of both ReROTE ‘Mr. Dooley 





[1174] ie "i 
gave 278, 300 barrels of net future developed reserves. Mr. Fisk gave 
59, 057 barrels for the same well. Mr. Fisk gave 254,249 barrels for 
the oil behind the pipe in this same Hunton well, which was to be re- 
covered from the Bartlesville sand, while Mr. Dooley included no aa 
reserves in the developed category for that location in the Bartlesville 
sand. € 
Mr. Dooley did include 152,600 barrels of proved undeveloped 
reserves from the Bartlesville sand on the C. S. Smith, while Mr. 
Fisk estimated 254, 249 barrels of undeveloped--proved undeveloped 
reserves from the Bartlesville. 
Fisk used one location behind the pipe for the Bartlesville, and 
one undrilled location. Mr. Dooley apparently used one undrilled lo- 
cation. In that instance, Mr. Fisk had a total of the Bartlesville, 
580, 000-plus, against Mr. Dooley's 152, 000-plus on the Bartlesville. 
[1175] 
Now on the undeveloped in the Hunton, Mr. Dooley estimated 
1,957,300 barrels of proved undeveloped reserves from about 320 
acres, as I recall, while Mr. Fisk estimated 118,112 barrels from 
one undeveloped location. Thus it is quite clear that Mr. Dooley « 
greatly exceeded Mr. Fisk on the Hunton, and that Mr. Fisk was . « 
higher than Mr. Dooley on the Bartlesville. 
The sum of the two, on the C. S. Smith--now that 254 is one 
of those thousand barrel figures of Mr. Fisk, I get 197,500. For this 
C. S. Smith, the total developed reserves, according to my figures, 
are 256,557, and the proved undeveloped reserves are 315, 612 against 
Mr. Dooley's 278,300 barrels of proved developed reserves, and 
2, 109, 900 barrels of undeveloped reserves. 
Mr. Blackstone: What were the figures you were comparing 
with Dooley's? 
The Witness: The reserves as estimated on the C. S. Smith . eet 
lease. 


Mr. Blackstone: By whom? 
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The Witness: Between Mr. Dooley and Mr. Fisk. The overall 
total on the Smith lease, combining the two reserves, Mr. Dooley had 
2, 389, 200 barrels-- | 

By Mr. Schiller: ) 

Q. 89 or 88, Mr. White? A. Ihave 89 this time, 389,000. 

Mr. Dooley: He shouldn't make an error. ! 

[1176] | 

The Witness: Maybe I am one thousand barrels too many. May- 
be I can't add either. | 

Mr. Fisk's figures should have been a little over 572, 000, as 
I read this--572,169. That is the comparison between the two leases. 

By Mr. Blackstone: 

Q. But in fact, the Fisk report, due to what you claim is an 
error in calculation, shows somewhat more than the 572, 000 barrels, 
is that correct? A. Yes. The calculation there is roughly 110, 000 
barrels, I think, 

By Mr. Schiller: 

Q. It showed 685, 000-some-odd, didn't it? A. Altogether it 
showed 572, 160--do you mean what it showed on the silea any report 
proper? ; 
Q. Yes, sir. A. It showed 685,000 barrels. 

Q. Will you tell us about the Martha Smith lease? Where is 
that Martha Smith lease, what area is that in? A. The Martha Smith 
lease is also in the Short Junction-Newcastle area. It is an eae to 
the C. S. Smith lease. 

By Mr. Blackstone: 

Q. What did Fisk estimate on that lease? A. Fisk estimated 
236, 225 barrels as the proved developed reserves from two een 
Hunton Line wells. 


[1177] 
They had completed an additional well on that lease after the date of 
Mr. Dooley's report. 
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By Mr. Schiller: 

Q. How many acres was that based on? A. Mr. Fisk used 
eighty acres spacing, Mr. Dooley used forty acre spacing. Mr. Dooley 
used varying amounts, I think one was 8600 barrels per acre, one, 
6800 barrels per acre, and in another instance, 6,000 barrels per acre, 
while Mr. Fisk only used 1750 barrels per acre for the Hunton Line. 

First, on that Martha Smith, Mr. Fisk included the Reford Bend 
acreage in the Martha Smith estimation, which further complicates it a 
little. 

[1178] 

By Mr. Blackstone: 

Q. Why is that? Can you explain that? What is Reford? A. I 
have no reason. 

I didn't find it out until after I had examined the report. It was 
just so unusual that I finally-- 

Q. What is the Reford bond lease, is that part of the properties 
held by Great Sweet Grass? A. It is an off-set lease to the Martha 
Smith, to the south, asI recall. It is just some more acreage. 

Q. Was that reported on in the Dooley report? A. Mr. Dooley 
included one million 627, 500 barrels of proved undeveloped reserves 
from the Hunton Line. 

Q. On the Reford bond lease? A. Yes, sir. That was in the 
Dooley details which he furnished me October 17. I didn't know what 
he figured before that. 

But the way I picked that up was it finally had dawned on me that 
9 locations was a whole lot of locations for that Martha Smith lease, I 
thought it was only five hundred and sixty acres, I thought maybe he 
switched the spacing, and then I checked the legal description and saw 
he had included the identical acreage which was described as the Reford 
Bond lease by Mr. Dooley. 

Hearing Examiner: Going back a bit, to these 
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[1179] 
mathematical discrepancies referred to awhile ago: were they in the 
Fisk or Dooley report? 

The Witness: In the Fisk. 

By Mr. Blackstone: | 

Q. SolI may understand that, Mr. White, are you saying Mr. 
Fisk combined the Martha Smith and Reford Bond lease as if it was one 
lease, whereas, it was two leases Mr. Dooley dealt with separately, 





is that right? A. That is right. 

He has got reserves in his interpretation of the Martha Smith 
reserves which include all that Mr. Dooley estimated for what Mr. 
Dooley called the Martha Smith lease, and the Reford bond lease. 

Q. So that to compare the Fisk report and the Dooley report, 
you are going to have to take the combined figures Fisk gave for the 
two leases, and compare them with the combined figures Mr. Dooley 


gave for the two leases. Would that clarify the comparison? A. Yes, 
that is all you can do. 

I got to the proved undeveloped reserves on the combined 
Martha Smith and Reford bond lease. | 

The developed reserves didn't have any bearing because there 
weren't any on the bond portion. Mr. Fisk estimated 1, 212, 008 bar- 
rels of net proved undeveloped reserves from the combined Martha 
Smith and Reford Bond lease based on 9 

[1180] 
locations. That looked to me like a mathematical error. ended up 
with 1, 102,500 barrels. 

Q. Will you describe what the mathematical error consisted 
of? A. He estimated about 118,112 barrels for one location, and when 
he multiplied it by 9 he got more than ten times that much, 

Q. So what you are saying is your recalculation is actually 
multiplying by 9? A. That is all. : 

118,112 multiplied by 9 couldn't possibly give you 1, 212, 000. 


i 
' 
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There, you see Mr. Dooley had used 1,017,000 for the Hunton proved 
undeveloped and 213, 700 barrels for the single producing well, despite 
the fact that the well was only making about 8 barrels a day. I never 
quite understood how he could get so much. 

If you want to compare the Hunton line for the combined Martha 
Smith and Reford Bond leases, Mr. Fisk estimated 236, 225 barrels of 
proved developed reserves from two wells, and 1, 212, 008 barrels 
which apparently should have been 1, 102,500, for the proved undevel- 
oped locations, while Mr. Dooley got 231, 700 barrels of proved de- 
veloped reserves and 2, 644, 500 barrels of proved undeveloped re- 
serves. 

These totals are for the Hunton line alone. 

By Mr. Schiller: 

[1181] 

Q. How about the Bartlesville sand? A. Mr. Fisk estimates 
234, 299 barrels from the Bartlesville formation-- 

Q. Iam sorry to interrupt, I didn't get that figure, Mr. Smith. 
A. 254,299 from the Bartlesville portion of the twin completion. 

That was from the Bartlesville sand in the well that was supposed 
to be producing from two formations. He estimated 762, 747 barrels as 
the proved undeveloped reserves from 3 Bartlesville locations. Again, 
based on this 112 barrels per acre foot, those figures became 203, 840 
for the proved developed category, and 611,520 for the proved undevel- 
oped category. Those amounts for Bartlesville compared with 610, 500 
barrels of proved undeveloped from the Bartlesville by Mr. Dooley. 

By Mr. Blackstone: 

Q. Mr. Dooley had no developed reserves--proved developed 
reserves? A. He had none in the Bartlesville, as I interpret his re- 
port. 

By Mr. Schiller: 

Q. What did you have as the total reserves by Mr. Fisk and 
Mr. Dooley from both horizons on the Martha Smith lease. A. Mr. Fisk 
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actually estimated 490, 524 barrels of 

[1182] 
proved developed reserves from the Matha Smith, plus the Reford bond, 
of which none were ascribed to the Reford Bond, and 1,974, 755 barrels 
of proved undeveloped reserves from the Martha Smith and Reford bond 
leases. Now, the revisions in calculation bring Mr. Fisk's errors to 
440, 065 proved developed, and 1, 714,020 proved undeveloped reserves. 

Those figures compared with Mr. Dooley's 231, 700 barrels of 
proved developed, and 3, 255, 000 proved undeveloped. | 

By Mr. Blackstone: 

Q. Those were Mr. Dooley's figures for the Martha Smith, 
were they? A. Plus the Reford bond. 

Q. What, in summary, is the total comparison between 
Mr. Fisk's estimate for the short--we have been talking about various 
leases-- A. 3 leases we have spoken about. 

Q. In the Newcastle-Short Junction area? A. Yes, sir. 

Q. I think it might be helpful if you can just now give an over- 
all figure as to the Fisk total over-all reserves as he computed it, 
compared with the calculations of the total reserves stated by Mr. Doo- 
ley which includes the three leases you described in detail. | A. Mr. 


Fisk's figures as appeared in his summary, and as appeared in the 
report, arrived at 3,150, 896 barrels 

1183] 
total of proved developed and proved undeveloped reserves from both 


the Hunton and Bartlesville formations. According to my calculations 
that figure should have been 2, 726, 254 barrels, while Mr. Dooley's 
total, comparable, as near as can be determined, 5,875, 000 barrels. 
All of those amounts are for the total proved developed and proved un- 
developed, reserves for both Bartlesville and Hunton formations in the 
Short Junction-Newcastle field, Oklahoma. | 

By Mr. Schiller: 

Q. What is your opinion as to the reserves estimated by 


| 
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Mr. Fisk in the Short Junction-Newcastle field? A. I don't see his 
per acre figure on the Hunton line. I can't argue much with that. But 
I think he put in too many acres. I haven't seen any great reason to 
change my figure on that, as he put in too many acres when he com- 
bined the Martha Smith and Reford Bond. 

You couldn't criticize his acreage on the C,. S. Smith, as he 
was using 80-acre spacing. He only gave it one additional location. 

I think that he was a little optimistic on the Bartlesville formation with 
no production history whatsoever on that area. 

All the production history they had was highly unfavorable so 
far asIcantell. There was this one small well to the north that only 
made five or six-odd barrels. I did not estimate as much oil from the 
Bartlesville sand as Mr. Fisk 

[1184] 
did. I think he estimated too much, 

Hearing Examiner: Was his figure way out of line? 

The Witness: Well, when you get correct arithmetic, he had 
about one million and 2 hundred thousand barrels as against my 
510, 000, we'll say, it was 508, 730, to be exact. He is more than 
twice what Iam. 

By Mr. Schiller: 

Q. Now, with respect to the Evansville area, what do you con- 
sider a reasonable amount for the proved undeveloped reserves on the 
leases in the Evansville area? A. Well, if you wanted to be real tough 
you wouldn't give it any, but I thought you can always give an off-set, 
unless you know better. I gave him one off-set of about 80, 000 barrels 
gross, or about 70,000 barrels net. 

By Mr. Blackstone: 

Q. Is that what Mr. Fisk estimated for the Evansville area? 
A. That is what I estimated. 

Hearing Examiner: For the record, what is the meaning of the 
term "off-set"? 
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The Witness: An off-set well is a spacing arrangement, it is 
a well which is as close to the property line as the second well pro- 
vided they are both within the spacing arrangements. If you get forty 
acre spacing in an area, that means your wells are 1320 feet ‘aia 
If one well is 660 | 
[1185] | 
feet from the property line, an off-set well would be 660 feet on the 
other side of the property line, and then when you go across the prop 
erty lines you speak of it as a spacing--square root of the spacing, 
which would be a quarter of a mile in each direction. , 
If they are ten acre locations, they would be 660 feet apart. 
You have all kind of locations, depending on oil wells, gas wells, or 
what not. That well, for which I estimated reserves, it may on may 
not produce, I don't know. The thing about reserves like this, as I 
see it, barrels of oil included in any document that goes to the public 
ought to mean barrels of oil. It shouldn't be quarter barrels, or tenth 
barrels in one report and full barrels in another. 
I think if you get in a place like this, if you put 70, 000 more 
barrels of full barrels, you have done about all that is justified. 
By Mr. Blackstone: | 
Q. Did Mr. Fisk have any estimates for the Evansville area? 
A. Not that I canfind, If he did, I never did find it. It is’ ‘my best 
answer that he did not, 
Q. What did Mr. Dooley give for the Evansville =e 
A. Mr. Dooley gave 2, 200, 000 barrels of net proved undeveloped re- 
serves based on about 110 acres of producing area, I believe. 
[1186] | 
Mr. Schiller: This would be a good place to take He if we 





Hearing Examiner: Yes. 

Gentlemen, before taking a break, or a brief recess, I have 
_.just been handed a copy of a minute of the Commission's action by the 
Secretary, and I would like to read it into the record. | 
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It is as follows: 

"The Commission considered an appeal by counsel for the Divi- 
sion of Corporation Finance from a ruling of the hearing examiner (at 
page 731 of the record) excluding from evidence an engineering report 
prepared by H. Garde-Hansen, which was referred to in testimony at 
the hearing, on the ground that the author of the report was not pro- 
duced for cross-examination. 

"The Commission modified the examiner's ruling so as to direct 
the admission of said report in evidence, if properly authenticated, for 
the limited purpose of identifying the report and its contents, and not 
for the purpose of establishing the truth of or validity of the statements 
and opinions contained in the report. The Commission noted that if 
counsel should desire to establish the truth or validity of the contents 
of the report, such purpose could be achieved only by producing the 
‘author of the report for cross-examination. 

[1187] 

Orval L. DuBois, Secretary. " 

Mr. DuBois also said that I might call attention to the fact that 
the Commission considered that the matter of whether or not it would 
grant oral argument was discretionary, and it decided that it wasn't 
necessary in this particular case. 

Mr. Blackstone: May I ask this? 

As I understood this colloquy on this subject, you were object- 
ing to the authenticity of the report. You more or less waived that. 
You were objecting to the substance of the report so that insofar as the 
necessity for laying a foundation for the report Mr. Garde-Hansen prelim- 
inarily prepared, you are not asserting that objection? 

Mr. Cushwa: No. It was conceded I think, that it was the re- 
port Mr. Garde-Hansen made. Our objection was, I think, on different 
grounds, it was not a complete report, it had not been checked, that no 
opportunity for cross examination had been furnished. 

It did not relate, as I understood Dr. Sproule's testimony, did 
not relate necessarily to the facts as they existed at the time of the 
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original report. It included later information. It would be prejudicial 
tous. I understood his testimony, after the time of the original report, 
that there were certain developments which caused the estimate of 
reserves to depreciate. ; 
[1188] : 

In other words, to go down. Since that time it has improved to 
go back up, and this-- 

Mr. Blackstone: He didn't testify to that. He said that was 
strictly information within the hands of the company, and he had been 
advised by Hext to that effect.. Mr. Sproule himself didn't have any 
testimony as to what in fact happened. 

Mr. Cushwa: He based it on information he received. 

Mr. Blackstone: From Hext. | 

Mr. Cushwa: Yes. On that ground it would be e prejudicial to in- 
troduce that, because it didn't reflect the present day situation or the 
situation at the time of the original report. I think it is the first one we 
are really interested in, whether that was a true and correct report, or 
whether it was false or misleading. : 

But you are correct, we do not object to the authenticity ‘of the 
report. 

Hearing Examiner: Well, the Commission says ~ it is limited 
for the purposes--its admission is limited for the purpose of identifying 
the report and its contents, and not for the purpose of establishing the 
truth or validity of the statements and opinions contained in the report. 

[1189] | 

Mr. Blackstone: I have a suggestion, Your Honor, to obviate the 
necessity of Mr. Garde-Hansen coming down here. There is, of course, 
a real question as to whether he would voluntarily ome with a request, 
since he is outside of our jurisdiction. 

Wouldn't this be an appropriate case where we could submit 
written interrogatories to him, and the other side could submit interro- 
gatories to explore the background and in that way it would seem to me 
it would be a perfectly appropriate procedure to invoke in this case, and 
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that it could result! in a considerable savings in expense and time of 
everyone concerned? It is a procedure that is well known in Federal 
courts, and would be appropriate here, I think. 

Hearing Examiner: Of course, our rules do provide for taking 
of depositions under appropriate circumstances-- 

Mr. Blackstone: Iam suggesting sending written interroga- 
tories in which I outline the questions that I would ask if they were 
here, and the other side has the opportunity after seeing my list of 
questions to ask all the questions they could desire to ask if he were 
here, and in that way we would have in fact Mr. Garde-Hansen's testi- 
mony under oath. I would think it would be a worth while procedure to 
follow here, and I would ask if you would authorize us to proceed in 
that manner which might mean it would be unnecessary to have Mr. Han- 
sen appear in person. 

[1190] 

Hearing Examiner: Would you have any objection to that pro- 
cedure, Mr. Cushwa? 

Mr. Cushwa: I think we would, because we would not have an 
opportunity to examine him with respect to the answers which he would 
have given to the questions proposed by Mr. Blackstone. 

Mr. Blackstone: You could ask all the questions. This isa 
procedure that is always followed in Federal court where you have a 
witness outside the country. 

Mr. Cushwa: I think that might be true, but where you have an 
expert I think your cross examination is going to depend not on ques- 
tions that you can think up ahead of time, but questions that will be 
developed after his direct examination. 

Mr. Blackstone: I don't think you have any legal ground to 
stand on on that objection. 

Hearing Examiner: Well, I will take that matter under advise- 
ment. 

Mr. Blackstone: We will try to prepare a proposed set of in- 
terrogatories, and perhaps bring that up to you later. It is justa 





95 [1192] 
matter of trying to expedite it, and save us a little expense, ‘rather than 
to avoid having any chance to cross examine Mr. Garde-Hansen. 

Hearing Examiner: All right. We will take a 15-minute recess. 


(Short recess taken. ) (Commission's exhibit 100 was re- 
ceived in evidence as described 
above. ) 


[1191] 

Hearing Examiner: All right, gentlemen, shall we resume, 
please? 

By Mr. Blackstone: 

Q. Before going to the next subject, is there anything further 
that you could testify to about the reasonableness of Mr. Dooley' s esti- 
mate on the Evansville area, or have you fully covered that? A. Well, 
the last information i had was that the well had averaged about eight 
barrels a day for a year, which was less than the 25 barrels per day 
which was in the report which would tend to make the well not look so 
important, | 

I don't know how much water it is making. I saw the well, but I 
had no way of gauging it. But eight barrels a day is not a large well. 

Q. There is just the one well on that particular piece of prop- 
erty?. A. There is just one producing well in the immediate vicinity. 
I guess there are as many as five dry holes drilled east, south, south- 





west, and one of them swung up a little northwest--not — west, 
but a little northwest. | 


Q. Now before proceeding to the next question, would you state 
for the record what you mean by the term "allowable"? You have used 
that term in your testimony. A. In several states in the United States 
the production of oil is curtailed by state regulatory bodies. In the 
State 

[1192] 
of Oklahoma they set maximum allowables on a daily rate depending on 
the depth of the holes, various categories which I am not thoroughly 
familiar with each detail, but any well which won't make that amount of 
oil is producing unrestricted. The State of Texas has shut-down days, 
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but that is the only state which uses that method in addition to the bar- 
rels per day allowable basis. Any well which can't make its allowable 
is subject to estimation by the decline curve method in my opinion, 
rather than the volumetric method, 

Q. If a well is making its allowable, it is then not too easy to 
determine what the actual capacity is because of the restriction on 
production, is that correct? A. Unless you were permitted to take a 
physical test, which I did not do in any of these instances, if the well 
is capable of making 50 barrels a day and the allowable is 46 barrels, 
it can still make it. If its capacity was 250, it would make it, and you 
have a leeway in there which somebody has to make up the gap. 

Mr. Blackstone: I think that explains that term, Your Honor. 

Hearing Examiner: I didn't understand your last statement 
about 250. What do you mean by that? 

The Witness: A well that has a capacity of 250 would only make 
46 barrels a day, too. So in order to estimate 

[1193] 
the reserves, somebody has to know whether it can make 50 or 250, 
or have some other ideas as to its actual capacity. It.is common prac- 
tice to compare wells that are curtailed with ones that are not curtailed. 

Hearing Examiner: The term "allowable," is not synonymous 
with "capacity"? 

Mr. Blackstone: No. 

Mr. Schiller: No. 

The Witness: It is based on capacity, if the capacity is less 
“than the allowable, the allowable means nothing. | 

Hearing Examiner: Assuming the capacity is 250, and the al- 
lowable is 50? . 

The Witness: That well is curtailed, and subject to the rule. | 

Hearing Examiner: In that kind of a case the declining curve 
method is not practicable? 

The Witness: You can't use it. On a straight line it might go 
up. If you had enough capacity if you raised the allowable, the curve 
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would go up, there would be no decline, it would be in ascent. 
Mr. Blackstone: Do you have any further questions? 
Hearing Examiner: No. 
By Mr. Schiller: 
Q. Mr. Witness, did you examine the Fisk report as 5 to the 
Richardson leases in the North Hoover area? 
[1194] 
A. Yes, I did. 
Q. How did the Fisk reserves compare with the Dooley amount? 
A. Well, due to the completion of additional wells and the moving of 
certain wells from the undeveloped to the developed category, and the 


inclusion of reserves for a lease which Mr. Dooley did not include re- 
serves, and by just including larger amounts for most all of the rest 
of it, he came out with a higher figure than Mr. Dooley, which is 
almost three times as much after you correct an additional — 


error in addition. 

Q. Just for the sake of the record, Mr. White, will you tell 
us the name of the lease that was included--that included the additional 
well? A. There was one additional well completed on the ton lease, 
and two wells were completed on the "D" lease, none of which were 
producing at the date of Mr. Dooley's report. Mr. Fisk included re- 
serves for the "E" lease to the northwest for which Mr. Dooley had 
included no reserves. 

Q. Did Mr. Fisk also include an amount to be ve ley from 
secondary means? A. Yes. About 661,932 barrels. 

Q. What was that secondary means that he was estimating? 

[1195] 

A. Through waterflooding operations which as sions had not been 
commenced, let alone successful. 

Q. Will you give us a summary then of what Mr. Fisk found 
and what Mr. Dooley found? A. Mr.-- | 

Q. For the Richardson lease? A. Mr. Fisk's report stated 
there were 767,557 barrels of proved developed reserves. | ae 
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addition got 575,383. He also estimated 1, 225,318 barrels for the 
proved undeveloped category. The sum of Mr. Fisk's figures for both 
the developed and the undeveloped categories would have been 
1,992,865 barrels, while what appears to me correct addition the 
answer would have been 1, 800, 681 barrels. 

Mr. Dooley's estimated 284, 000 for the proved developed cate- 
gory, and 356, 000 barrels for the undeveloped category, or a total of 
640, 000 barrels. 

Q. Did you examine the reserves estimated by Mr. Fisk for 
the Brady area-- 

Mr. Blackstone: Wait just a minute. 

(Discussion off the record. ) 

Mr. Biackstone: Before proceeding with that question, could 
we ask another one? 

By Mr. Blackstone: 

Q. What, in your opinion, is the reasonable amount of reserves 
for this Richardson lease, and that is in the Evans- 

[1196] 
ville area, is it? A. No, that is the North Hoover Field. 

Q. North Hoover Field? A. Yes. 

Q. Did you raise any objection to Mr. Dooley's estimate and 
do you have an opinion as to what a reasonable amount of reserves for 
that lease would be as of the time Mr. Dooley made his report? 

A. Well, I checked Mr. Dooley's figures, even his supplemental data, 
and in the aggregate I had no criticism of it. We don't, where he has 
there 640, 000 barrels--we don't criticize it for the small differences. 
I looked at that and as far as I was concerned, it looked to be a reason- 
able figure, and I did and I will still make this comment, I think cer- 
tain of those calculations for specific leases don't appear to be reason- 
able. There are two or three wells, they are not making their allow- 
able. When you estimate it on the volumetric method you get what 
looks to me like not too much oil. I have so many figures here it is a 
little difficult. . 
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There are two wells there, based on his calculations of the - 
volumetric method as against their production history were estimated 
too high. That ought to give some guide as to the rate per acre foot if 
you knew what the thickness was, which is subject to some question 
of course. 

To read thickness off electric logs you don't sia either 

[ 1197] 
get the right answer or agree with the next man. The well known as 
the Richardson Unit 1 lease, I mean Richardson 1, was not making its 
allowable, and the reserves assigned to.it appeared too great and:also 
the Richardson unit was not making its allowable, as well as one of. 
the wells on the Richardson "B" lease. 

But there was no what I call real criticism of the amounts as 
set forth in the Dooley report. The criticism is limited to other 
phrases of it. | 

Q. Now, as to the Fisk report on this particular Lease, where 
you said.it was by your calculations he would have come up with a. 
figure of 1,800, 000 barrels: Do you consider that excessive, the figure 
used by Mr. Fisk? A. Yes, Ido. There must be come better infor- 
mation than one man using one hundred barrels to the acre-feet and 
another man using 282, or one man using 135 and one man 216. It looks 
like it could be a little closer. 

Then Mr. Fisk's report is subject to the same criticism on 
those two leases that weren't making their allowable. He just estima- 
ted straight across-the-board the volumetric method. What happened, 
as I understand it, is this "D" lease which wasn't productive at the 
time Mr. Dooley made his report, got some wells which were better, 
or at least they looked better, than some of the other wells in the field. 
Mr. Fisk just took right down the line and he gave all the : 

[1198] | 
rest of it just like he gave the "D" lease. He doubled the 1 reserves 
almost for the "D" lease from what he estimated for the "C™ lease, 
which is close by. Then he goes to the "E” and "F" leases, one of 
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which Mr. Dooley didn't give any reserves, and one of which was not 
affected--the "F" lease was not affected at all by the recent develop- 
ment as I recall. The "E" lease lay to the south, and Mr. Dooley 
didn't extend his proved reserve category that far down. The "F" 
lease faced to the northwest not too far from some of these wells that are 
not so good. There was one place where Mr. Fisk added 13, 100 barrels 
per acre for a lease that Mr. Dooley didn't give anything to, despite the 
fact that nothing happened that I could see that caused any difference. 

There may be something of which I am not aware, but I don't 
see it. 

Q. Then if I understand your testimony, to some extent Mr. 
Fisk took into account later developing facts during 1956? A. Oh, yes, 
that is right. 

Q. But even taking these into account, is it your opinion that 
Mr. Fisk still overestimated the reserves in this area? A. I think 
Mr. Fisk's reserves as set forth in his repori are on the high side, 
materially so, not just a few barrels. 

[1199] 

By Mr. Schiller: 

Q. Can we come back to the Brady area, Mr. White? What 
were the reserves estimated by Mr. Fisk for the Brady area? 
A. Mr. Fisk estimated 364,997 barrels. That is based on the addi- 
tion of all the component parts. I think he got a slightly different 
total on this summary sheet for the proved developed category. And 
112, 836 barrels for the proved undeveloped category. Mr. Dooley, in 
turn, estimated 420, 000 barrels for the proved developed and 250, 000 
for the proved undeveloped. Mr. Fisk had about three more producing 
wells, I believe, than Mr. Dooley, due to new completions and an 
additional well on another lease. Then there had been some ten months 
time elapsed in there. 

Again, they both used the volumetric method, despite the fact 
that I would say half of the wells in that field were producing unrestric- 
ted. Where Mr. Fisk cut under Mr. Dooley he just used a different: 


| 
' 
i 
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footage. He used pretty much universal acre-foot recovery, but he 
changed the thickness. Some of these were rather material, I thought; 
for instance, on the McClain "A", Mr. Dooley used 12, However, the 
McClain "A" is not one that was--I guess that was the one instance 
where I thought Mr. Dooley had underestimated a well. But Mr. Fisk 
used 20-foot thickness against Mr. Dooley's 12, which shows that 
Mr. Fisk just changed the thickness if he didn't like the answer. 

[1200] ! 

Hearing Examiner: Where do they get these thicknesses? Are 
they something published? 

Mr. Cushwa: Mr. Examiner, I move that last remark be 
stricken. 

Hearing Examiner: What remark? 

Mr. Cushwa: The remark that Mr. Fisk just used a different 
footage if he didn't like the answer. | 

The Witness: Could I say that it appeared that he did that? I 
- don't want to say what he did myself. : 

Hearing Examiner: I will strike it out. I don't think you ought 
to characterize the operation of another man's mind. i 

The Witness: If you will excuse me, it appeared to me that is 
what he did, if he didn't like the production history. | 

Hearing Examiner: I will strike it out. 

The Witness: Okay. 

Hearing Examiner: I would like to have an answer to my ques- 
tion about the source of these thicknesses. I mean are they something 
that are published that everybody should use the same figure, or is 
- that a judgment figure? 

The Witness: It is a judgment quite often off the electric log. 
As I started out here, Mr. Dooley estimated 12-foot pay for the 
McClain "A". It looked like the well is going to make more oil than 
the 12-foot shows. Mr. Fisk used 20 

[1201] 

feet, and he gets more oil. We will move right down to the McClain 
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"C', Mr. Dooley estimated eight feet of pay. I personally think it will 
come out too high. Mr. Fisk used four feet. 

Hearing Examiner: Take the first example of 12 and 20. What 
do you think was right? 

The Witness: I have no idea. I don't have the electric logs. 
Mr. Dooley showed me two or three, but we didn't check each and every 
footage. We checked the Richardson 1 unit, and as I recall, if I can 
refresh my memory here, Mr. Dooley had 38 feet for the Richardson 
unit, and there was some discussion about the well didn't look like it 
was making its allowable, or it was a small well or something, and we 
finally decided 12 feet of Layton sand was also included in that 38 feet. 
And he changed the Dees thickness, which was the producing formation, 
and Layton was behind the pipe, to 26 feet. That was about the only 
thickness I recall checking with Mr. Dooley. We may have looked at 
the others, but we did not check each and every thickness. I do not 
ordinarily do that during my check. Very seldom do you have electric 
logs. That is not conclusive in any instance. It certainly is a judg- 
ment factor, if you want to call it that. 

Hearing Examiner: Let me ask you this, Mr. White: Can you 
evaluate another engineer's report without checking the electric log? 

: [1202] 

The Witness: If I checked it I might not evaluate it either. I 
say that I can, and if he used--an engineer uses a thickness, and uses 
the volumetric method, when the well is producing unrestricted, I can't 
evaluate it, I just don't use it, no difference what he had on there it 
may be a fact, it is an interesting fact, but it is not the primary basis 
for this unless you get some other fact which enters into it. 

We, asa rule, we take their thicknesses on volumetric method 
without checking them. That is just one detail you can't do. We don't 
check each and every core analysis. It was my understanding there 
were very few cores down there. Some of these reports said he worked 
without cores, almost, but he used data from other fields. I can look 
at an electric log and express an opinion on it. 
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In some instances, it is not very difficult. In some instances it 
is almost impossible. The Schlumberger Jay electric log people tell 
me they don't tell you how many feet of pay sand there is in a well. I 
have heard them testify in court to that effect. They will show you 
where they think the top and the bottom of it is, and it is supposed to 
help you tell where oil might be, but as to just exactly how many feet, 
they don't even claim they can go quite that good. tis : 

By Mr. Schiller: : 

Q. Mr. White, will you explain an electric log for us, and 
what it shows? | 

[1203] | 
A. Well, partially, it is very complicated. They send electrodes 
down a well and record different things. One is the resistance of the 
formations--relative resistance. That is by spacing of electrodes. 
They use different spacing, and that throws the radius further out into 
the formation. The salt water drilling mud affects the formations, and 
that is the reason for different spacing. Where you have higher resis- 
tance that is one indication of oil as against the low resistance of salt 
water. 

However, that is not all the story. You get higher a 
in dense formations, as I understand it. The other side is a measure- 
ment of the cell potential, which has more permeability and porosity 
than anything else, which is a measurement of the electric osmosis, 
as I understand it, of the drilling fluid in contact with the formation. 

With these two logs, if you have high readings on both sides, 
that is a favorable place to test, but that is no guarantee that you are 
going to get oil or gas. From there on, it goes on and on into many, 
many facets.and phases. 

[1204] 

There are even other types of logs they run, radioactive logs, 
micrologs; microforms is a form of the electric logs. 

Q. Will you explain the Schlumberger log? A. Schlumberger 
is one company which runs electric logs, as well as other logs. They 
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were the originators of it, as near as I know. 

Q. In the Fisk report, with respect to the Brady area, how 
much did he ascribe to the secondary recovery possible? A. 607,219 
barrels. . 

From the secondary recovery methods he said was water flood- 
ing. Again, that was not being practiced, it wasn't a successful opera- 
tion, and had no place in the report. Mr. Dooley did not include any 
similar figure. 

By Mr. Schiller: 

Q. It is your opinion that kind of figure should not be included 
in the report? A. Oh, definitely. 

By Mr. Blackstone: 

Q. Is it your opinion until the actual secondary recovery 
method is employed it is misleading to ascribe reserves to such recov- 
ery? A. And already shows results. It is supposed to be in success- 
ful operation, not commencing jobs. 

By Mr. Schiller: 

[1205] 

Q. What did Mr. Fisk show in the developed reserves category 
eliminating the secondary reserves? A. That was the amount I read 
awhile ago. It adds up to 364,997 barrels. I don't believe this report 
adds up--this summary adds up to quite the same amount--not far from 
it. 

Q. What was Mr. Dooley's estimate with respect to that? 

A. 420,200 of developed, and 250, 000 of proved undeveloped. 


Q. What was Mr. Fisk's report with respect to the undeveloped? 


A. 112,836. 


Hearing Examiner: Just one question regarding these secondary ° 


recoveries, 

Is it possible to estimate them from the known data, I mean the 
character of the sands? 

The Witness: You can estimate it-- 

Hearing Examiner: Let me finish my question. Is it possible to 
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determine whether or not secondary recoveries would be effective? 

The Witness: You can express an opinion on it, but they never 
know for sure whether it is going to work until they try it. : 

Hearing Examiner: In other words, it has to be-- 

The Witness: That is the basis for it. 

[1206] 

Hearing Examiner: It has to be done, it has to be proven. 

By Mr. Schiller: 

Q. Did you give any consideration to the Union vauley leases? 
A. Oh, practically nothing. 

There was very little oil involved--40, 000 barrels of developed 
by Mr. Dooley, and 45, 000 undeveloped, and the reserve figures were 


in there--I mean the production figures were in the report. 
I had no complaint with what he put in there. Mr. Fisk put in 
some lease. He knocked off one lease that apparently was abandoned 


in the meantime. He gave 18,575 barrels for the developed portion, 
but he went up on the developed to 78,606. There again he wasn't 
claiming but about one additional well. You can't argue with a fellow 
much about that. Just a small portion of the reserves. : 

Q. In the Short Junction-Newcastle and Evansville areas, how 
much less would your estimates be than Mr. Dooley's? A. ; _ It would be 
270, 000 barrels less on the developed portion. It would be 6, 457, 730, 
I believe, if I didn't make a mistake in addition. 

By Mr. Blackstone: 

Q. Is that first figure-- 

By Mr. Schiller: 

Q. Would you check that first figure? Isn't it 510, 000 

[1207] ! 
as against the 170,000, or a difference-- A. 510,000 against 170, 000; 
that is right. | 

Q. Wouldn't that be 140,000? A. 340,000, | 

Q.. 340,000? A. What did I say? | 

Q. 270, Ibelieve. A. 340,000 is correct. 
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Q. Just so we have the record straight, you estimate less than 
Mr. Dooley in this Short Junction-Newcastle, Evansville area, approxi- 
mately 340, 000 barrels less for the developed? A. That is right. 

Q. Approximately 6,457, 730 barrels less in the undeveloped 
category. A. Yes. That is the way the figures work out. You don't 
estimate barrels that close. 

You get the odd figures by the fractional ownerships, in adding 
and subtracting. 

Q. What would, in your opinion, be a reasonable amount of the 
reserves as of the time of Mr. Dooley's report? A. For all of it? 

Q. Yes, sir. 

By Mr. Blackstone: 

Q. For all of the Jordan properties? 

[1208] 
A. For the properties which were included in Mr. Dooley's report 
filed with the 8-K. 

Q. Right. A. 914,000 barrels of developed reserves and I 
have 1, 958, 730 for the proved undeveloped. That includes just the 
adding in what Mr. Dooley estimated for the North Hoover, for the East 
Brady, and for the Union Valley. There was no change made in Mr. 
Dooley's figures--I mean I got no different amount except in the Short 
Junction-Newcastle area, and in the Evansville area. 

Q. What would your total be for all of the leases that we are 
talking about. A. That adds to 2,872,730 barrels. 

Q. And that compares with what is shown by Mr. Dooley on 
his report? A. 1,254,000 approved developed reserves, and 
8,216, 000 approved undeveloped reserves, totaling 9,470, 000 barrels. 

Q. Did you give any consideration to the natural gas reserves 
estimated by Mr. Dooley? A. Well, very little, none except those 
in the Short Junction-Newcastle area. 

I think he estimated just under 18 billion. 

Q. Before you get to that Mr. White-- A. Wait a minute, that 
is Mr. Fisk's report, I believe. 
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I better look that up. 

Hearing Examiner: Off the record. 

(Discussion off the record.) 

Hearing Examiner: On the record. 

The Witness: Mr. Dooley estimated proved reserves SG 
18, 167, 000, 000 cubic feet of which 17,370 billion cubic feet were as- 
cribed to the Short Junction-Newcastle area, and since that gas will be 
produced, along with the oil naturally any disagreement as to the oil 
reserves would carry through to the gas reserves, because just so 
many cubic feet to the barrel is probably the way it is estimated in the 
first place, 

By Mr. Schiller: 

Q. Did the Dooley Report also include a category of unproven 
gas reserves? A. That 238, -1/2 billion cubic feet has been discussed 
several times, and that of course, in the unproved category would go 
clear out. ; 

Q. That is similar to the oil reserves that are unproven? 


A. Yes, the same suggestion or criticism. - | 

By Mr. Blackstone: | 

Q. You have testified, have you not; Mr. White, that the Fisk 
report did include properties in addition to those reported on in the 


Dooley report? | 
[1210] : 
A. Yes, sir. 

Q. Those included the Mary Thomas lease, the Tree lease, 
and Canadian properties? A. Yes, sir. 

Q. You also testified the Fisk report included reserves for 
water flooding projects, that had not yet gotten under way. A. Yes 
sir. i 

Over one million barrels of that. 

Q. Would you summarize your main disagreement : with the 
Fisk report, as to the properties covered by the Dooley report? 
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A. Well, I don't know that I have prepared my direct answer. 

Q. We don't need to pause on that. You have already testified 
to the figures as you read them in the Fisk report, and compared your 
own figures with Dooley, and that can be figured out by argument. 

Mr. Blackstone: I think if we might adjourn at this time, Your 
Honor, we of course, do have in the 8-K report that we have been talk- 
ing about this Sproule report, and we would like Mr. White's testimony 
on that, and then we would like to get on to the Kroy report. 

We have completed I think one segment of Mr. White's testi- 
mony, and it would be convenient for us to adjourn. 

[1211] 

Hearing Examiner: All right, we will resume atten ‘ 
o'clock tomorrow morning. 

(Whereupon, at 5:30 p.m., a recess was taken, to reconvene at 
10:00 a.m. , of the following day, Tuesday, December 4, 1956.) 

* *K x * 

{1233 - 1234] 
C. W. GERSTEL * * * 
DIRECT EXAMINATION 
By Mr. Blackstone: 
xe ae * * 
[1244] . | 
Q. This letter states that a Mr. Zeldin from Canada will b 
contacting you to deliver this block of shares, referring to 300, 000 
shares of Great Sweet Grass Oils, Ltd. 
' Now, could you tell me whether or not a Mr. Zeldin from Cana- 
da did contact you in this regard? A. Definitely. 
Q. Could you fix the approximate date, this letter being dated 
April 6? A. It was afterwards. Any date I would give you would be 
completely incorrect, I don't know it. 
sd * * aK 
1260} 
Q. Yes. 


a [1262] 

Now, referring to that particular occasion, we have in evidence 
as Division Exhibit 71--there are four sheets marked A through D-- 
exhibit A is a check to Dorothy Zifkan, and or ourselves, for $150, 000, 
dated April 12, 1956. ! 

B, is a check to Dorothy Zifkan and/or ourselves, dated 
April 9, 1956, for $241,916. Exhibit "C" is a check dated | 

[1261] ; 
April 18, 1956, to Dorothy Zifkan and ourselves for $91, 925. 

Do you recall that it was these three checks that I have--and 
you may look at them? A. Iknow. Mr. Haley showed them to me, 

Q. These three checks that were discussed with Mr. deVroedt, 
at the Grace Bank that you have just talked about? A. I told Mr. Haley, 
and I can only repeat it again, because he pressed me very hard wheth- 
er I remember a name or a lady mentioned there. 

Q. Dorothy Zifkan. A. Zifkan. My recollection is, and the 
recollection I think is now, after weeks, Mr. Haley tried hard to get it 


out of me, and I tried really hard to remember, that these checks of 
which he talked he has difficulty--whether it was I do not know--checks 
in general which he couldn't pay in for one reason or another, I have 


not seen. But the name Zifkan, or what it was, was after Mr, Haley 
several times mentioned the name came very vague into my head, and 
it may be that he had mentioned it. I refer to a check which you have, 
which Mr. Haley showed me at least, of 400 and something. 

Q. Just a second, Let's get that tied in, too, the exhibit in 
evidence. Division exhibit 71-D, is a check on the Grace National 
Bank signed by Cornelis deVroedt Company as the drawer, to Bank of 
America for $483,841. A. Correct, That is one check, in handwrit- 
ing, that is 

1262] 
correct, that he showed me. 

Q. Is that drawn-- A. This check I didn't remember when 
Mr. Haley first asked me the amount. I remember only a check. 
This check was taken over by me, and I said to Mr. Haley, either alone 
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or with Mr. De Vroedt, I don't remember any more, to the Bank of 
America, and deposited in the Bank of America with a slip of paper 
which was typed in the Bank of America, I think you have it there. 

Q. Inext show you this exhibit which has not yet been received 
in evidence. 

It is a photostat of a letter dated April 13, 1956, to the Bank of 
America, re Swiss Israel Trade Bank. It has your name typed at the 
bottom. 

I will ask you if this is a photostat of the letter that you have 
just testified to? A. Thatis right. That is right. 

Mr. Blackstone: I offer that in evidence. 

May I say something off the record? 

Hearing Examiner: Off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record. 

Mr. Cushwa: No objection. 

Hearing Examiner: Received, 


(Commission's exhibit No. 133. was 
received in evidence. ) 
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Mr. Blackstone: I offer exhibit 133, two photostats, first the 
photostat of the letter of April 13, 1956, and a second sheet, a Bank 
of America record, a photostat thereof, bearing the file Swiss Israeli 
Trade Bank, and stating "funds received from Grace Natimal Bank, 
New York, New York, as per their check dated 4-13-56, and confirm- 
ing our cable of today crediting you said amount”. 

I offer that. 

Hearing Examiner: That was your letter, wasn't it, Mr. Ger- 
stel? | 

The Witness: Yes. 

Typed in the Bank of America. . 

When I brought in the checks they wanted to attach a letter. 

Mr. Blackstone: In order that we can have all of the | 
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exhibits that we have relating to this particular matter, I would like 
to show Mr. Cushwa these additional photostats obtained from bank 
records of the Bank of America. One is a receipt of payment state- 
ment dated April 13, 1956, saying "to be retained by Hoppin Brothers 
and Company, $337,980.75." The next exhibit in this group is a trans- 
lation of incoming telegrams or cablegrams relating to Swiss Israel 
Trade Bank, and it says: "If this amount, $337,980.75, is requested 
by Mr. Gerstel, and provided the amount of $391, 916 is received, you 
may act according to instructions of Mr. Gerstel." 
[1264] 

The third sheet again entitled "Translation of — Tele- 
grams or cablegrams, re Swiss-Israel Trade Bank, received 4-13-56," 
stating, "Please confirm now whether you received for our account 
favor Eurobrasil Trust $391,914. If received, or immediately upon 
receipt, please issue your check order Hoppin Brothers, and Company 
$337,980. 75 debiting our account and remit check to our representative 
R. C. W. Gerstel, Weston, Connecticut, who will call on you. a" 

All these records relate to the testimony that we are inquiring 
into now of Mr. Gerstel. ! 

[1265] | 

Mr. Cushwa: And were taken from the records of the Bank of 
America? | 

Mr. Blackstone: Yes. You will waive the objection, or our 
calling the bank to authenticate it? ! 

Mr. Cushwa: Oh, yes. 

Hearing Examiner: Any objection? 

Mr. Cushwa: No objection. 

Mr. Blackstone: I offer these three letters as one exhibit, 


Commission Exhibit No. 134. They are stapled together. | 


Hearing Examiner: Received. 


(Commission's Exhibit No. 134 
was received in evidence. ) 


By Mr. Blackstone: 
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Q. Do you have any recollection of meeting a.woman with- :: 
Mr. de Vroedt at the Grace Bank or at the Bank of America on the date 
this transaction took place? A. I have no--as I told to Mr. Haley; I 
have no recollection of meeting anybody besides this Mr. de Vroedt, and 
when I entered the Grace Bank, that was the first time in my life, it was 
a very Small place, crowded like, as I said, a subway station in the 
rush hours, and I do not see that there was anybody, when I talked to de 
Vroedt, or de Vroedt talked to me, and the only name came back, when 
he often repeated the name, and then I think I remember that a name was 

[1266] 

mentioned in connection with checks unable to give them away to the 
Bank of America. 

Q. You do not remember a woman being there or having any 
conversation with a woman, in regard to this particular transaction? 
A. I don't remember any woman. In the Bank of America there was 
no woman, There was nobody in. It was after lunch hour. 

Q. What instructions did you receive from Eurobrasil Tr ust 
or Mr. Brunschvig and the exhibits that we have introduced here relat- 
ing to the deposit of this check to the Bank of America and the drawing 
of the check to Hoppin Brothers? A. Correct. This brings to the 
only very disagreeable ten minutes in the office of Mr. Haley. When 
Mr. Haley asked me about Hoppin, I could have sworn that I never had 
heard the name in my life. It was completely out, because once you 
get a letter to bring to somebody else and you don't have dealing with . 
him, you don't remember. Then he was very insistent, and he put to 
me these, how shall I say, sheets of papers. 

When I turned them around, I saw for the first time the telex, 
from the Bank of Geneva, in Switzerland. 

Q. The third sheet of our Exhibit 134, and I think you should 
see this-- 


_ [1267] 
A. lasked Mr. Haley why hadn't he ever told me. I do not remember, 
why doesn't he have shown me. 
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Q. Mr. Gerstel, would you just please direct your answers as 
best you recall now without referring to what you said to Mr, Haley? 
We are only concerned with your present recollection, it is not a mat- 
ter of trapping you. We just want the facts as you recall them. 
A. Good. After I saw in your office in New York the copy of this 
telex, I remember that there was an instruction from the Bank to-- 
the Bank of Europe, to the Bank of America, New York, to hand me a 
check, which they did. It was a check, I would never have remembered 
it if I hadn't seen it in your New York office, made out to a firm Hoppin 





Brothers. 

Q. Hoppin Brothers? A. Yes. To the best of my knowledge, 
I have never been there, I have not spoken to them, and I do not know 
them. | 

Q. That is not necessarily the question I wanted. oo the 
instructions as you recall them from Mr. Brunschvig. A. Brunschvig 
cannot be, Swiss is a trade bank, it has nothing to do with Brunschvig. 
It is a trade bank. From where they get an instruction that po don't 
see in this telex, is that correct? ) 

Q. I wanted to know, it said something about your instructions 
as given to the bank by you. I wondered where ! 

[1268] 

you had gotten instructions to tell the bank what to do, or to authorize 
what the bank was doing. A. No, no, no, no. Let me see again, be- 
cause I haven't seen it--I must tell you I do not want to say anything 
that you do not know exactly. The only thing which, how do you say it, 
strikes me at the moment is there must have been a telephone between, 
because the clear instruction to hand me this check is dated in the 
morning, 10:37, and the preceding cable is dated 11:50, so most prob- 
ably there was a phone call to them and they have asked me about 
whether I have taken this check, and I said "no" on the telephone, and 
then apparently they have cabled again to them, according to the time 
I see here, that if this check is needed, give it to him. You see the 
difference is more than an hour. Have you seen this? | 


[1268] 1i4 

Hearing Examiner: When you said "give it to him," you meant 
you? | 

The Witness: Yes, apparently they had phoned and they said, 
"Have you taken this check according to our instruction?" Most prob- 
ably I would have said se, I don't know it any more, no, and then I said, 
"What is it?'"' and most probably they gave me the detail, and then I 
phoned the Bank of America most probably and said, "Have you these 
instructions?" They said "no", but apparently they had it, and it was- 
n't channeled through the channels, because there is a difference 

[1269] 
of an hour, 10:30, you see. 

By Mr. Blackstone: 

Q. Let me goto-- A. Let me tell you, that is just a recollec- 
tion. Let me tell you, that is only what I see from the papers. 

Q. This third sheet of exhibit 134, that you mentioned there is 
a time 10:37, it says "Remit check to our representative R. C. W. 
Gerstel, Weston, Connecticut, who will call on you." 

Do you recall that the check was delivered to you, the check for 
$337,980.75? A. Definitely. 

Q. To the order of Hoppin Brothers? A. You have it in writing. 
In the afternoon, was it? It was hours afterwards, it must be in the 
afternoon, because after lunch hour, I went only over, because we es- 
tablished in New York by looking in the diary. 

Q. That answers that question. 

What did you do with the check? A. This is a question which I 
told Mr. Haley, and I can only repeat here. I have no recollection of 
that at all, and if I wouldn't have seen these telex, and my letter now, 
which you have there, my copy already I sent immediately over to 
Europe, I would have, with how do you say, the best conscience, that 
I don't remember anything. Now, as I know from these papers, that I 
have handled this check, the 

[1270] 
only thing what I can say is either I have mailed it, put it in an envelope 
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without anything, because I have never seen the office of Hoppin, I don't 
know where they are, even today, I never heard of them, or I said 
might be that Mr, de Vroedt was with me when I paid in this’ check, but 
this I do not say. I do not know it. And I gave it away because the 
check was made out, it is not a bearer check, it is a check to a name, 
but I would not want to say anything specific because I do not know. 

Q. This is a photostat that I will show you, Division Exhibit 
52, introduced in evidence through Mr. Koerner. A. Who? 

Q. Mr. Koerner. A. I don't know him. 

Q. Who was a broker in New York. A. I don't — him. 

Q. He has stated in the record that he received this check. Do 
you recall that? A. I have never seen the man, or I don't know-- 

Q. No, Iam asking you about the check. A. Look, I do not 
want to be, how do you call it, specific. The check of the amount we 
know. Whether this is the check, it is the same date, I must assume 
that it is the exhibit. I saw it in the original in New York, and I 

[1271] | 
looked at the endorsement on the back to see maybe something then 
comes out of the endorsement, but there is no endorsement, because it 
was made out from the bank to Hoffman, and Hoffman got it, Hoppin 
received it, so I don't remember. 

Q. Now, the check that you did recall seeing, made out to the 
Bank of America for-- A. Four hundred-something. | 

Q. $483,841, this check was deposited to the scout of Euro- 
brasil Trust, was it not? A. You havea letter. You have a letter 
where it was deposited. You have this letter in writing: | 

Q. Yes, Exhibit 133, That is the fact? A. Definitely. 

Q. Where did you get your instructions that such a check should 
be deposited to the account of Eurobrasil Trust, do you recall? 

A. Definitely. De Vroedt. It may be that I haven't made myself 
absolutely clear that you didn't follow me. de Vroedt or the Bank of 
America, I do not remember who, phones and said, "An amount of so 
and so much money should be paid into this account for technical 
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reasons it cannot be done." So he asked me to come down to the Grace 
Bank, and the Grace Bank, as he refused what I proposed that they 
should transfer straight from bank to bank without anybody, without 
writing checks, he made out a check in the name of 


[1272] 
Bank of America, and I took this check and brought it over to the Bank 
of America. 
* * * * 
[1325] 
CORNELIS DE VROEDT * * * 
[1345] 


| DIRECT EXAMINATION 

By Mr. Blackstone: | 

Q. Now, you have looked through each of these letters, and you 
say in this group, which is our Exhibit 68, the only name that is famili- 
ar to you is the person you had personal contact with, which was Doro- 
thy Zifkan, is that correct? A. Yes, and Mr. Gerstel. 

Q. Would you state what your conversation was with Mr. Ger- 
stel, and approximately when it happened? This letter signed by him 
is dated April 12, 1956. A. I met Mr. Gerstel the first time in the 
Grace National Bank. Miss Zifkan came to cash a check, it was a 
cashier's check. I went down with her to the Grace National Bank, and 
the Grace National Bank refused to give the check, a cashier's check. 

I don't know the reason why. So she must have called Mr. Gerstel. 
Mr. Gerstel came in the bank, and that is when I was introduced--I was 
introduced, he said "This is Gerstel." 

Q. Mr. de Vroedt, if I might interrupt. You referred to checks 
to Dorothy Zifkan. We have introduced into evidence a Division Exhi- 
bit 71, four separate checks marked A through D. I will ask you to 
look at these checks. The first three are made out to Dorothy Zifkan 
and/or ourselves, and the third one is made out to the Bank of America, 
and ask if you can identify those checks? A. Yes, those three checks, 
he came in with those three 
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[1346] | 
checks, as he wanted to have one check. So the cashier typed behind 
here "And to ourselves," that means that the check would be redeemed 
into our account, and another check would be given out. : 

That is why they put down "And to ourselves." We gave the 
check, Gerstel said, "All right, make a check out of the Bank of Ameri- 
ca for those three checks in this amount." 

Q. Which is Exhibit "D" check there, the Bank of America? 

A. Yes, those three checks. | 

Q. The check which is Exhibit "B", is dated April i to Doro- 
thy Zifkan, and has "And/or ourselves." You explained that was typed 
on there to facilitate the redeposit to your company to enable-- 

A. That is right, sir. 

Q. --enable the company to draw one check in lieu of this ? 

A. I didn't know what it meant myself. But I asked the cashier, and 
he explained it to us. 

Q. This checkof April 9, for $241,916, this was pair of the 
proceeds coming due to Dorothy Zifkan for shares being sold through 
your firm on her account, is that correct? A. Yes, it must be that 
way. | 
Q. Do you recall if this check was sent to Dorothy Zifkan to the 
Canadian address given in her letter? A. I don't know, sir. That is 
the bookkeeping : 

[1347] 
department. I don't know. | 

Q. The check of April 12, 1956, being Exhibit "A", of Exhi- 
bit 71, is dated April 12 for $150,000, to Dorothy Zifkan, and/ or our- 
selves. ) 

There again, do you have any recollection as to how that check 
may have been sent or delivered to Mrs. Zifkan? A. I presume it 
goes to Canada. As I remember, all the letters went to Canada, be- 
cause-- ! 
Q. The third check, Exhibit "C" of Exhibit 71, is dated 
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April 13, to Dorothy Zifkan and/or curselves for $91, 925. 

Bearing in mind that the fourth check here, Exhibit 'D" is also 
dated April 13, is it your understanding or recollection that the pre- 
ceding checks were all sent to Canada? A. Yes. It must be, because 
she came back and she wanted to cash that money in one check, 

Q. Do you think, Mr. de Vroedt, that a check dated April 13, 
1956, could get up to Canada and the recipient of the check return the 
same day? You see the checks bear the same date. A. There was one 
day different there. 

Q. No, the last check, Exhibit "C", is April 13. If you want 
to look at this, I don't want to rush you into this. I want your best 
recollection. When you say that you presumed they were sent to Cana- 
da, I want to find out whether that is 

[1348] 
just an assumption, or whether you have any actual knowledge as to 
how those checks were disbursed? A. I don't have any recollection. 
I will be honest with you. Those checks were sent out by the bookkeep- 
ing department. He handled that. I honestly don't know. 

Q. You don't know whether or not Dorothy Zifkan did have some 
New York address at the time this transaction took place? A. No, I 
don't know that. 

Q. Would you tell us what happened as far as Dorothy Zifkan 
is concerned, beginning with the beginning of the day you said you met 
Mr. Gerstel? Take it chronologically during the day. What was the 
first event that happened involving Dorothy Zifkan? A. Well, she 
wanted the three checks merged into one. 

Q. Did she call personally at your office? A. AsIcan remem- 
ber, I think she came to my office, yes. 

Q. How did she identify herself? A. By the checks. 

Q. Did she give you any further identification? A. No, she 
talked to the cashier, then I came out, and she said she wanted to have 
one check. I said, "All right, I will go with you to the bank." _I went 
to the bank with her. 
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Q. Which bank is that? A. The Grace National Bank. I asked 

for a cashier's | 
11349] 

check and they refused to give it. I don't know why. So she was in 
trouble, it seemed that she wanted the money, so she called on Mr. 
Gerstel. ! 
Q. Did she mention to you before calling or making a call that 
she would get in touch with Mr. Gerstel? A. No, she said, “Wait a 
minute, I will call someone." So she made a telephone call, and later 
what seemed to be Mr. Gerstel came, and he talked with one of the of- 
ficers down there, and he asked my permission, He said, "It is all 
right with the Bank of America." I called my partners, Mr. Mandell 
and Mr. Cohan, and said, "This is the situation." So they said, "It is 
all right." ! 
Q. Well then, what happened was the first three ahs marked 
"A", "B"' and "C"-- A. The first three checks went back-4 to the bank 
and deposited to my account, 

Q. In the Grace National? A. Yes. 

Q. Then you withdrew one check for the total amount to the 
Bank of America? A. That is right, sir. | 

Q. Were these instructions given to you by Mr. Gerstel, or 
Miss Zifkan, or both, do you recall, as to what to do about drawing the 
new check? : 
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A. She must have called him for advice, or it probably came from his 
advice. I thought he was a lawyer. Maybe he is, I don't know. 

Q. Do they appear to know each other? A. I can't recall that. 
I wouldn't stick my neck out for that. I don't recall that. She called 
him. I was on the phone at that time. They both came over. 
Q. She gave no explanation as to why she wanted one check? 
A. No. : 

Q. She gave no explanation as to why she wanted a check drawn 
to the order of the Bank of America? A. I think it was Gerstel's idea, 
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in order to get hold of that money. It seemed they needed the money, 
or something, I don't know. I don't know what the purpose of it was. 
She made a trip down from Canada to get that money, so she must be 
in a hurry. 

Q. Did you gather the impression that she was turning the | 
money over to Mr. Gerstel? A. No, I wouldn't say that, because she 
came down alone, in the first place. 

Q. What transpired at the Bank of America? Who went with 
you to the Bank of America? A. I just gave the check to Miss or 
Mrs. Zifkan. 

Q. You did not go to the Bank of America yourself? 

11351] 
A. No, sir, that is all. They departed and I never saw her again. 

Q. Did you write this check out while you were at the Grace 
National Bank? A. Yes, you will see there is a bank check there, I 
wrote it out myself. 

Q. On the date indicated, April 13? A. That is right, sir. 

Q. Handed it to Miss Zifkan, or to Mr. Gerstel? A. I handed 
it to Miss Zifkan. 

Q. Tothe woman? A. Yes, it was her check. 

Q. Do you remember what she did with it physically? Did you 
see what she did with the check? A. No, I can't remember that. 

Q. You don't remember her handing it to Mr. Gerstel? A. No, 
I think she put it in to her pocketbook. I don't know. 

Q. Did they leave together, Zifkan and Gerstel? A. I left 
right after that. He had to make a telephone call, he said in the bank. 

Q. And that was the last you had to do with this? A. ThenI 


went down to the office, yes, sir. 
Q. This transaction? A. Yes, sir. 
& * ae 
[1403] 
TELL WHITE 
was recalled as a witness, having been previously duly sworn, was 
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examined and testified further as follows: 
Hearing Examiner: All right, let's proceed. 
FURTHER DIRECT EXAMINATION 
[1404] 

By Mr. Schiller: 

Q. Mr. White, I believe yesterday in speaking about the Fisk 
report, you concerned yourself primarily with the properties in Okla- 
homa and Louisiana. | 

Have you also formed an opinion about the reserves stated in 
the Fisk report that are in Canada? A. First, the conversation, or 
the testimony yesterday had to do with the reserves which Fisk estimated 
for properties which Mr. Dooley had also estimated reserves for, and 
they were allocated in Oklahoma, and not Louisiana, : 

I mean there was nothing in Louisiana. It was limited strictly 
to the same prorerties for which Mr, Dooley had made reserves. 

Q. Have you also looked at that report with respect to the re- 
serves up in Canada? A. I did. 

Q. Have you formed an opinion as to those reserves? A. Yes, 
I have an opinion. : 

Q. Would you tell us what thatis? A. First, Mr. Fisk esti- 
mated reserves in the Kessler Field amounting to 15, 730 barrels of 
proved developed reserves, and 119,330 barrels of proved undeveloped 
reserves. That was based on a single eight-barrel well--eight-barrel 


per day well--in which the net interest was only 35 per cent. That is 


a lot of oil for two barrels net to the company. 
[1405] 

Call it three barrels if you like. There was almost no reason for in- 
cluding the large amount of proved undeveloped reserves, since it is 
my understanding one or two other wells in there did not find any oil. 

The amount set forth is for the well itself, for their interest, 
in my opinion, is too great, because that is at the rate of five thousand 
--it would take five thousand days at the present rate to produce that 
much oil, and that is just too long for that small a well. So that bunch 
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of reserves, if he had used six thousand developed, he would probably 
have had all he was entitled to, maybe more. 

Hearing Examiner: How many did he claim? Did he estimate? 

The Witness: 15, 730 for the developed, and 119, 330 for the 
undeveloped. 

By Mr. Schiller: 

Q. Excuse me, is that 15,730, or 17,530? A. There it says 
15, 730, on the sheet Iam looking at. There is another figure back here 
that says 17, 530. 

Q. That is right. A. They reversed quite a few of their fig- 
ures. It wasn't a very carefully done job. I mean that is typical. I 
mean yesterday I could have cited the addition and multiplication. I 
think this is another point, although it is minor. They just didn't copy 
it the same. 

[1406] 

As to the 93,902 barrels set forth for the--I am sorry, Iam 
talking about the 49,116 barrels of proved developed reserves for the 
Hales No, 1, in theEllerslie area, as the net proved developed re- 
serves from a single well. They owned 65.6 per cent of the gross pro- 
duction, and based upon the production for the month of July, 1956, I 
have no particular problem. 

The next is 93, 902 barrels of proved developed reserves as- 
cribed to the Namao Field, and he wrote the word "Ellerslie" in there, 
which I don't think belonged in there is what threw me off a while ago. 

Hearing Examiner: Is that 93 million? 

The Witness: 93,902. 

Hearing Examiner: 93,000? 

The Witness: That is what it is in the Namao area. That is 
93,902 barrels net comes from an estimated gross of 529, 000 barrels, 
the production in the month of July was only 1641 barrels. Those re- 


serves are something over three hundred times the monthly production, 


which is grossly excessive in my opinion. 
That amount of production, 1641 barrels, indicated that there is 
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no curtailment, and I have had some experience with this field before. 

So far as Iam concerned, in my opinion that 93,902 is at least 
four times too high, which would cut the reserves to | 

[1407] | 
about 23,000 or 24,000 instead of 92, 902. | 

These three leases or fields known as the Whitewater, Tilston 
and Pierson, for which Mr. Sproule made estimations-- 

By Mr. Blackstone: ! 

Q. Just a minute, Mr. White. The estimates given in the Fisk 
report for these Canadian properties, are these the same properties 
reported on in the Sproule report of November 24? A. Up to now they 
are additional properties in Canada for which no one else has made any 
estimation to my knowledge. : 

Q. They were not the properties covered by the Sproule report? 


A. NO, sir. 
Q. Of November 24, 1955? A. No, sir. They are different 


properties. Up to this moment I was just beginning to discuss the 
Sproule properties, I mean I had just got to them. They are e the last 
three items in the Canadian picture. | 

By Mr. Schiller: 

Q. Excuse me, Mr. White, —— you get on to that, did you 
give us your opinion with respect to the Kessler area regarding the un- 
developed portion of that reserve? A. I didn't give you anything for 
the undeveloped. That is too small a well to estimate any more. 

Q. Well, they have in the report, 119,330 barrels. 

[1408] : 
A. Yes. 
Q. Have you given us your opinion as to whether that figure is 
excessive? A. My testimony was to the effect that all they would have 
for both the developed and the undeveloped category was around six 
thousand barrels. 7 

Q. Will you please continue? A. Which left nothing for the 
undeveloped category. 
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For the Whitewater, Tilston and Pierson Fields, Mr. Fisk es- 
timated a net future reserve of some 488, 379 barrels, and an estimated 
838,514 barrels for’ proved undeveloped locations. That was despite the 
fact that the production--I have that written on something here--in the 
first place-- 

Q. May TL interrupt again? Would you be good enough to read 
those figures to me? 

(Read. ) 

The Witness: The first amount applied to the proved developed. 

Mr. Fisk, in his report, stated that the wells in the Whitewater 
Field were making a gross of 1020 barrels during the month of July, 


1956. In the Tilston Field, 1206, and in the Pierson Field, 1230 barrels. 


That would calculate out by applying the net percentage owned by Great 
Sweet Grass, would amount to 2922 barrels for that month. Back in 
September 

[ 1409] 
of 1955, those same wells which grossed 3455 in July, 1956, made 4583 
barrels. Mr. Fisk's reserves are 167 times the production net to the 
company during the month of July, 1956, and based upon the decline which 
has taken place for that 167 months is just too long. It is the equivalent 
of 160 months with no decline. It is a common term, you speak of 100 
months’ production, we mean 100 months at the present rate, not ata 
declining rate. The decline in about nine months was approximately 25 
per cent, which approached three per cent a month, which if continued 
would only amount--the ultimate would only be some thirty-three times 
the monthly production in July, 1956. 

There no doubt would be a lessening of that rate of decline, and I 
would not estimate more than about 225,000 barrels net to the company 
from the presently producing wells in that field. — 

Hearing Examiner: What is the name of that field? 

The Witness: There are three fields, Iam sorry, for the 
Whitewater, Tilston and Pierson Fields. Inasmuch as I have reduced 
the proved developed reserves by a little more than 50 per cent, I would 
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be inclined to reduce the proved undeveloped by approximately the same 
percentage. I would figure that any amount over 400, 000 barrels for 
the proved undeveloped would be unjustified. | 

By Mr. Schiller: ! 

Q. This figure of 225,000 barrels which you estimated, 

[1410] 
is that for both the developed and undeveloped? A. The 228, 000 is 
strictly the developed, that compared with his amount of 488, 000-plus. 

Q. What is your estimate of the undeveloped, and compare that 
with his figure--Fisk's figure? A. Well, not over 400, 000, as against 
838, 000-plus. 

Q. Will you turn your attention to the Sproule cagiien, Mr. White, 
and tell us whether or not the Sproule report included reserves that 
were not considered proved? A. Yes. The Sproule report included a 
little over 155, 000 barrels characterized as probably additional re- 
serves. : 

[1411] 

Q. Did you recommend that this amount be deleted? A. I did. 

Q. And did you also request the supplemental information as to 
such report? A. I asked for production information and other data with 
respect to the production involved in the Sproule Report. | 

Q. Did the company ever furnish that information to you? 

A. The first time I saw any production figures is when Dr. Sproule 
testified here. 

Q. But as far as you know, the company never produced those 
figures for you? A. Not to my knowledge. 

It may be some figures were available from some source that 
weren't from the company. | 

I may have seen them before Dr. Sproule testified. 

Q. Did you examine the 8-K report filed by Kroy Oils, Ltd? 

A. I did. ! 

Q. When did you examine it, and what did your ene 

consist of? A. It was in the middle of July, 1956, I followed the same 
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For the Whitewater, Tilston and Pierson Fields, Mr. Fisk es- 
timated a net future reserve of some 488, 379 barrels, and an estimated 
838, 514 barrels for proved undeveloped locations. That was despite the 
fact that the production--I have that written on something here--in the 
first place-- 

Q. MaylI interrupt again? Would you be good enough to read 
those figures to me? 

(Read. ) 

The Witness: The first amount applied to the proved developed. 

Mr. Fisk, in his report, stated that the wells in the Whitewater 
Field were making a gross of 1020 barrels during the month of July, 
1956. Inthe Tilston Field, 1206, and in the Pierson Field, 1230 barrels. 
That would calculate out by applying the net percentage owned by Great 
Sweet Grass, would amount to 2922 barrels for that month. Back in 
September 

[ 1409] 
of 1955, those same wells which grossed 3455 in July, 1956, made 4583 
barrels. Mr. Fisk's reserves are 167 times the production net to the 
company during the month of July, 1956, and based upon the decline which 
has taken place for that 167 months is just too long. It is the equivalent 
of 160 months with no decline. It is a common term, you speak of 100 
months' production, we mean 100 months at the present rate, not ata 
declining rate. The decline in about nine months was approximately 25 
per cent, which approached three per cent a month, which if continued 
would only amount--the ultimate would only be some thirty-three times 
the monthly production in July, 1956. 

There no doubt would be a lessening of that rate of decline, and I 
would not estimate more than about 225,000 barrels net to the company 
from the presently producing wells in that field. © 

Hearing Examiner: What is the name of that field? 

The Witness: There are three fields, Iam sorry, for the 
Whitewater, Tilston and Pierson Fields. Inasmuch as I have reduced 
the proved developed reserves by a little more than 50 per cent, I would 
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be inclined to reduce the proved undeveloped by approximately the same 
percentage. I would figure that any amount over 400, 000 barrels for 
the proved undeveloped would be unjustified. 

By Mr. Schiller: 

Q. This figure of 225,000 barrels which you estimated, 

[1410] 
is that for both the developed and undeveloped? A. The 228, 000 is 
strictly the developed, that compared with his amount of 488, 000-plus. 

Q. What is your estimate of the undeveloped, and compare that 
with his figure--Fisk's figure? A. Well, not over 400, 000, as against 
838, 000-plus. 

Q. Will you turn your attention to the Sproule report, Mr. White, 
and tell us whether or not the Sproule report included reserves that 
were not considered proved? A. Yes. The Sproule report included a 
little over 155,000 barrels characterized as probably additional re- 
serves. 
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[1411] 

Q. Did you recommend that this amount be deleted? A. I did. 

Q. And did you also request the supplemental information as to 
such report? A. I asked for production information and other data with 
respect to the production involved in the Sproule Report. _ 

Q. Did the company ever furnish that information to you? 


A. The first time I saw any production figures is when = ‘Sproule 
testified here. 


Q. But as far as you know, the company never produced those 
figures for you? A. Not to my knowledge. | 

It may be some figures were available from some source that 
weren't from the company. | 

I may have seen them before Dr. Sproule testified. 

Q. Did you examine the 8-K report filed by Kroy Oils, Ltd? 
A. I did, 

Q. When did you examine it, and what did your examination 
consist of? A. It was in the middle of July, 1956, I followed the same 
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process as in the Great Sweet Grass. I first looked at the amounts in- 
volved, saw that a large share of the reserves were in the proved un- 
developed category. I then examined 

11412] 
the maps to show the location of the leases, the location of any produc- 
ing wells, any abandoned wells, and any dry holes in the general vicin- 
ity, and then looked up the production data which we had with respect 
to the Lexington area and the Newcastle area... 

Mr. Dooley had included production data for the Hallett area, 
through the month of March, 1956, and for the Caddo-Pine Island area, 
through the month of January, 1956 and had put down estimated figures 
for bringing it all through the month of April, as I recall. 

That report was as of May 1, 1956, and included some figures 
allowing for through April. 

I think I was able to check the pipeline runs for the month of 
March, 1956, from the Hallett area. 

I had no production data from the Caddo-Pine Island area. 

Hearing Examiner: Off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record. 

By Mr. Schiller: 

Q. Following this examination in July, did you do anything else 
with respect to this report? A. Well, immediately that day or the next, 
depending on what day it was, maybe I examined it on Friday, on Monday, 
if that is the sequence, I wrote a memorandum stating that 

[1413] 
opinion the reserves set forth were materially excessive, and that they 
should be appropriately reduced, and at the same time asked for sup- 
plemental information covering the production and a few other items 
which was set forth in a letter that went out from the Division to the 
company. 

Q. I show you Division's exhibit No. 9, which is a copy of a 
letter dated July 20, 1956, addressed to M. Mac Schwebel's office, and 
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ask you if a copy of that letter contains the information you requested 
and the statements you made with respect to the deletion of certain 
reserves? A. The second paragraph concerns the fact that the re- 
serves were considered misleading and should be appropriately re- 
duced. | 
The next paragraph asks for supplemental information with re- 
spect to the Hallett leases, three months additional production, the 
accumulated production from such leases prior to their original aban- 
donment, or up to the time they started water flooding, and any other 
pertinent information which formed the basis for the reserves estima- 
ted. ! 

Similar information for the Pine Island -- Caddo-Pine Island 
area, in Louisiana. | 

This is no doubt a verbatim copy of what I wrote, 

Q. You mean the report that you made? A. From my memo- 
randum, the information was merely copies and prefaced and ended by 
getting the letter signed. | 


[1414] i 
Mr. Schiller: I think we can rest at this moment. _ 
Hearing Examiner: All right. : 
Off the record. 


(Discussion off the record. ) 

Hearing Examiner: On the record. 

We will resume at 9:30 tomorrow morning. 

(Whereupon, at 5:19 p.m., a recess was taken, to reconvene 
at 9:30 A.M., of the following day, December 5, 1956.) _ 

* ak * * 

[1416] | 

Hearing Examiner: All right, gentlemen, are you ready? 

Mr, Blackstone: Mr. Ewell, last evening after we adjourned 
I telephoned Mr. Garde-Hansen and asked him if it would be convenient 
for him to appear in this proceeding. He said that he would have to 
check further with his present employer, but that he thought that he 
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could get here Friday, Saturday or Monday, and would telephone me 
today at one o'clock our time, and I would just like to inquire at this 
time if either of those three dates would be agreeable to Your Honor 

to have him appear? His testimony should not take very long, and even 
though it might be on Saturday, as a convenience to him, and in order to 
get his testimony, I would certainly urge Your Honor to permit us to 
produce him at that time. 

Hearing Examiner: Yes, I think any time that is most conveni- 
ent to him--off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record. 

Let's resume now. Perhaps before going on, I might make some 
further reference to these exhibits that have not yet been received. I 
wanted an opportunity to look them over, and I find that Division Exhi- 
bit No. 127 is clearly relevant, because it states that the stock might 
reach a value of ten dollars a share for one thing. It contains other 
references 

[1417] 
to reserves, which I think are clearly relevant. 

No, 126 also makes reference to Dr. Sproule's report, and 
also to Mr. Dooley's report, and the estimates which are, I think, re- 
ferred to specifically in the order, or if not, at least in testimony. 

Nos. 122, 123, 124 and 125, however, are on a much more 
tenuous footing. I would not think they had much relevance, except on 
the general picture of the trading situation in this stock, but I will 
admit them on that ground at any rate. I think they have relevance on 
that question. So they are all in evidence. 


(Commission's Exhibit Nos. 124, 
125, and 126 were received in 
evidence. ) 


Mr. Blackstone: How about the literature from Murray Securi- 
ties, Exhibit 60? 

Hearing Examiner: I didn't know I reserved on that. 

Mr. Blackstone: That was the case where we had quite a few 


id [1419] 
sales leaflets prepared by Murray Securities, Mr. Zwang said some of 
them didn't go out, he had no way of knowing which of them didn't, but 
he said there were only afew. In other words, a great deal more went 
out than didn't go out, and it seemed to me that went simply to the 
weight to be given to the material, but from the standpoint of some of 
it certainly was made out, and one should discount : 

[1418] 
perhaps those exhibits to the extent they haven't all been identified as 
actually having been sent out. 
Hearing Examiner: What numbers were they? 
Mr. Schiller: 60, sir. 
Mr. Blackstone: 60. 


Hearing Examiner: MayIsee them? You might as well go ahead 
with Mr. White. I will look them over. Thank you. Whereupon, 
TELL WHITE : 
resumed the stand, and having been previously duly sworn, i was ex- 


amined and testified further as follows: 
DIRECT EXAMINATION (Resumed) 

By Mr. Schiller: 

Q. Mr. White, when we adjourned last night we were speaking 
of the reserve report relating to Kroy Oils, Ltd. : 

Did you have an opinion as to the reasonableness of the reserves 
as stated in that report? A. I did. | 

Q. Will you tell us what that is? A. Do you want it in detail? 

Q. Yes, sir. A. Each lease? 

Q. Yes, sir. A. The first area involved two quarter sections, 
320 acres, east of the town of Lexington, in Township 6 North 1 

[1419] 
West, Cleveland County, Oklahoma, 

Mr. Dooley estimated a net of 861, 300 barrels of proved unde- 
veloped reserves to Kroy's interest in these two tracts. There had 
been two wells drilled on these leases, one on each one, I believe. The 
two tracts were diagonal. One was the N.E. quarter and one was the 








[1419] 130 
S. W. quarter of the same Section 4. 

One hole, one well had been drilled on each of the two quarter 
sections. One of the wells had made a total of less than 25, 000 barrels 
between its completion in the year 1949 and abandonment maybe in '52, a 
something over three years, while the second well, completed in '49 
made a little less than 10,000 barrels prior to its abandonment prob- 
ably also in 52. I don't have the exact dates. 

[1420] 

Those were wells which didn't have any reasonable chance of 
paying back their original costs, so they weren't commercial wells. 

Mr. Dooley stated that the wells hadn't been handled properly, 
and that there had been some lawsuit or something about it, but never- 
theless, regardless of what took place, I felt that those wells hadn't 
shown any profit. 

I give the fellow who has enough money to drill a hole, to take 
care of it or hire somebody to take care of it. I don't know how he took 
care of it, that is beyond my knowledge. 

But we can't use all of the storage that came out in the side facts, 
even, no matter how true they may be, as a basis for estimating re- 
3erves. In my opinion there were no proved reserves on those leases. 
Therefore, the 861,300 barrels should have been deleted from any re- 
port filed for public consumption. 

The second lease involved 200 acres approximately 2 miles 


south of the producing wells on the Smith leases in the Short Junction- 4 
Newcastle area, although this particular acreage was designated as 
Newcastle in Mr. Dooley's report. Mr. Dooley estimated from three « 


producing formations, Cleveland, Pruce, and Hunton-Limestone, a 
total of 2,234,600 barrels of proved undeveloped reserves. 
On that tract proper, as near as I can read the map, 
[1421] 
there was one well which was known as the Dennis well, and it was the 4 
Dennis tract, which, following completion in 1948, it produced approxi- 
mately 53, 000 barrels by the date of the report. 
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It apparently wasn't making any appreciable production on the 
day of the report, it might not have been making any, since no produc- 
tion--no pipeline runs were reported for the month of March, 1956, and 
the well only showed 6 barrels of oil per day during March, 1955, and 
in that interim period it had only made 700 barrels, which would have 
been an average of 2 barrels per day for 12 months. i 

Obviously, they didn't produce it each of the 12 months, al- 
though that is an observation, they might have, but it wouldn't appear 
to be too reasonable. It may have been shut down in that period, That 
is not a very large well. That well might have paid out, it couldn't 
have made enough profit to call those reserves commercial in my 
opinion--that is, commercial to a profitable standpoint. There are two 
phases of commercial production. | 

Hearing Examiner: What about the 53, 000 barrels? I think you 


said that had produced up to that time 53, 000 barrels. Over what 
period did it produce that? | 


The Witness: Since its completion in 1948, through the greater 
part of 1955. That was 7 years. Of course, you had operating costs, 
you had costs of drilling, and you just don't 

[1422] 
drill a well in order to make a 25 percent profit or someting like that. 

Hearing Examiner: That is an average of, well, something over 
7000 barrels a year? 

The Witness: Yes, it would be an arithmetic average. 

It actually made, according to my figures, 25,000 barrels by 
the first of 1950, which was less than a year and a half. I have the 
daily completion here. 

Hearing Examiner: Do you think the well had become partially 
exhausted at the time of the report? 

The Witness: Well, that is what you would figure, if é they quit 
producing it. I don't know whether it was exhausted or not, but they 
weren't getting any oil out of it. 

It is like “burying the fellow on suspicion"; ask a man if he knew 
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a fellow was dead, he said he didn't know, but he said they buried him 
the other day on suspicion. 

That would be my interpretation, that the well had ceased to. 
produce profitably; I can't say that they couldn't go in and do something 
to it. That is beyond my province, but apparently it wasn't producing 
any more. 

There was a second well, about three eights of a mile south of 
this 200 acre lease, and also a half a mile south of the Dennis well, 
known as the Arnold well, which was completed in June, 1948, which 
is evidently the first well drilled, and it had similar production history 
except that by March, 1955, 

[1423] 
it was reported as having run no oil that month, and having produced 
approximately 43,000 barrels, or sold that much, and during the 12- 
months period only 800 barrels--882 barrels had been reported sold, 
which was an average of 2-1/2 barrels per day, which showed it hadn't 
run the full 12 months in my opinion. | 

I took the same position with respect to those reserves, _ 

2, 234,600, as I had with the Lexington area reserves, that you could 
not reasonably say that you had any proved reserves. 

It don't mean you might not drill a well and get some oil, but 
based on this production history you wasn't going to make any profit 
on it of any consequence. 


That is one definition of "proved reserves," which are reserves 
which can be developed and produced at a profit. 

Hearing Examiner: Weren't you able to find out the reason for 
the low production on these two wells? 

The Witness: I think that was just automntte. I still give the 
producer the benefit of protecting his investment. I never did ascribe 


dumbness to any producer. I figured he was getting all the oil out of 
it that he knew how. He. might not have known everything, that is en- 
tirely possible, nobody does. He might have come along and done 
something else, and temporarily increased the production. But he 





a8 —*[1425] 
wasn't in any great big field, he was a marginal operation, in my 
opinion. You can't cover-up big wells very good, you get too much 
[1424] : 
pressure, the oil is going to come out. You might make some mistakes 
on small wells, but if you drill into a big field it will have to be pro- 
duced, : 

Hearing Examiner: There wasn't any element of control of the 
allowable, shutting down on account of that? : 

The Witness: Oh, no. 

Hearing Examiner: Was that in the picture? , 

The Witness: According to these figures, the well, either one 
of these two wells, hadn't averaged 25 barrels a day for three of four 
years. They hadn't even averaged 20 barrels a day. I don't believe 
the daily allowable ever got under 20 barrels for wells even much shal- 
lower than these wells. : 

Hearing Examiner: How were they operated, by pumps? 

How did they get the oil? 

The Witness: Evidently, they had to pump it toward ‘the tail end. 
You see one well was abandoned. The other well wasn't producing at 
this time. I mean they weren't pumping it. It evidently wasn't flowing. 
I don't know what took place on any given day down there, you see, I 
wasn't there. That is beyond my knowledge. | 

Hearing Examiner: I mean was the machinery in good shape, 
maybe the pump broke down? 

The Witness: I don't know anything about the caduinadie 

Hearing Examiner: You don't know about that? | 

[1425] 

The Witness: Oh, no, sir. | 

You see one well apparently was abandoned, and I understood 
some rework took place on the Dennis lease after Kroy ended up by not 
getting this lease, but that is just-- 


Hearing Examiner: What do you mean by “reworkel | r 
The Witness: Somebody went in is my story, what I understood, 





[1425] ies 
somebody took over the lease. Kroy didn't end up with this eee 
as I understand it. 

Hearing Examiner: You mean both of these you are talking 


about? 3 

The Witness: No, this Newcastle property... Although reserves 
were included for it in this 8-K, as filed, it is my understanding that 
Kroy may have held title to it for awhile, but that they no longer hold 
title to it. That is under hearsay. Apparently Kroy didn't drill any 
well. 

Hearing Examiner: When you say was "reworked", what do you 
mean by that? 

The Witness: They go back into a hole. You have got forma- 
tions down there, according to Mr. Dooley they had three, and you can 
go back in a hole, you can reacidize it, you can clean it out, you may 
fracture it, you may do any number of rehabilitation jobs on any well 
at any time. That is the reason that you don't make estimations right 
down to the last barrel. Like yesterday, I said something about some 
- lease, the production was declining at the rate of 

[1426] 
approximately 3 percent. That wasn't exactly it. I didn't take 33 times 
that production for the future. We allowed for a lessening, and also 
that will take care of a few re-work jobs. They go back in, if the pro- 
duction declines, and they think they can do something with it. Of 
course, one person might give it up and somebody else go in and do 
something. That is just the oil business. 

Hearing Examiner: Sometimes it is effective, and sometimes 
not? 

The Witness: That is right. 

But until you do them, you can't call that is proved reserves of 
what you hope you are going to do, or what you might possibly do. » You 
see proved reserves, for the undeveloped category, are.reserves which 
are reasonably sure to be produced, not just hope-so, or possibly, or 
maybe, it is reasonably sure. I don't think in either one of those two 
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leases which I have discussed this morning that you could safely and 
reasonably and prudently ascribe any proved reserves to a a one of 


those leases at that time. 

Hearing Examiner: What was the name of these, Dennis tract, 
or are both wells on the Dennis tract? : 

The Witness: No, sir, the first well I discussed that made 
53,000 barrels was the Dennis well, which is my understanding is on 
the tract. This map is not quite as plain as it could be, but there isn't 
any room for any other well | 

[1427] 7 
within that section. It is my understanding it was on the tract. Iam 
sure that Mr. Dooley knows whether that is or isn't. 

By Mr. Blackstone: 

Q. When you say tract, you mean on the whole Newcastle? 

A. The 200 acre lease. ! 

Q. In the Newcastle area? 

Was it in Newcastle? 

By Mr. Schiller: 

Q. It is the Newcastle area, is that correct, Mr. White? This 
is all in the Newcastle area? A. Yes, which is immediately south, 2 
miles down from what we yesterday or day before petentey discussed 
as the Short Junction-Newcastle area. 

It is my understanding the Dennis well was on that 200 acre 
tract, they call it Arnold or Loveless, there was half a mile south. 
That doesn't apply to this Lexington. The wells up there had already 
been abandoned a couple of years before the date of Mr. Dooley's re- 
port. : 
Q. Will you give us your opinion as to the Hallett water flood 
project? A. My opinion on that is a little more general. Mr. Dooley 
--they had a total of 440 acres of which, the production on two of the 
three leases involved had increased materially due to the water flooding. 
This property could 
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| 1428] 
correctly be characterized as being susceptible--I mean it was being 
successfully waterflooded at the time. You had obtained favorable re- 
action, and was getting more oil. 

On the date of Mr. Dooley's report, the production had ap- - 
proached 12,000 barrels per day gross. The working interest was al- 
most entirely seven-eights, the overriding royalty was very small. 
Since they owned 87-1/2 percent in one lease, and 84.76 percent in the 
other two leases, they owned almost the entire working--seven-eights 
working interest. 

Hearing Examiner: When you say it was 12,000 barrels a day 
gross-- 

The Witness: Per month. 

Hearing Examiner: What would be the net? ~ 

The Witness: Per month. 

Hearing Examiner: Oh, per month? 

The Witness: If I said per day, I meant 12,000 barrels per 
month, 

The net would have been about 10,200, or something like that. 
The entire working interest had been 10,500, and it had been just a 
little off for that 3 percent. 

Hearing Examiner: What does that account for, by water, im- 
purities, or loss; or what makes the difference? 

The Witness: Oh, the royalty interest, and the ownership of 
others. 

You see there were approximately 12,000 barrels of oil 

[1429] 
and Kroy just didn't get 100 percent of the oil field. 


- The landowner got 12-1/2 percent, and on one lease somebody 
else got 2 and a fraction percent. Maybe it is 3 and a fraction, I didn't 
pay much attention to that. - It looks like 2.73 percent is the difference. 
It might be a 32nd of 7/8ths. 

You see it is a small overriding royalty. 
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Now, Mr. Dooley's figures were 2,002,000 barrels net to Kroy, 
and I calculated that that would be a gross of about 2,370, 000--no, it 
amounted to 2, 290, 000 barrels after May 1, the day--the gross produc- 
tion, after the date of Mr. Dooley's report. ! 

The figure was 2,370,000 gross after January 1, 1955. I just 
merely went back and added the production. They seemed to have been 
doing something up there for quite a little bit, in that it didn't look like 
strictly production based on the figures shown. : 

That is, they weren't just a couple of hundred barrels a month, 
I don't know whether that is true or not. : 

[1430] 

By Mr. Blackstone: 

Q. Mr. White, this isn't exactly clear tome. What is the dif- 
ference between the gross after January 1, 1955, and then the other 
figure for after May 1, 1956? A. That is a deduction of the production 
which took place between January 1, 1955, and May 1, 1956. Those 
figures were set forth in Mr. Dooley's report, and as to how much of 
that back there was due to waterflooding I do not know, but a certain 
portion of it was because it had run up from 1200--it wasn't 1200, it 
was making 3,129 barrels in the month of January, 1955, which wasn't 
strictly production by any means, and it may have already had certain 
pilot flood or something in there at the time. Maybe not. | 

Q. I would like to be clear, which is the figure that Mr. Dooley 
said were the remaining reserves as of the date of his report? 

A. Mr. Dooley estimated 2,002,000 barrels net as of May 1, 1956. 
That would have been 2, 290, 000 barrels gross for the whole property. 
I was going to use the gross figure to make a calculation against the 
gross reserves and the gross production. 

At 12,000 barrels per month it would have etna 190 months 
without any decline to have recovered this oil. That isa long, long 
time. Mr. Dooley also said that he ! 

[1431] : 
thought the production could go up to 30, 000 barrels a monbh~~that is 
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gross again. At that rate, it still required 78 months without any de- 
cline. It has been my experience with the waterflooding operations 

that have come to my attention, that you just don't get that much. They 
pick up and run a while, then they go down pretty sharply. You don't get 
78 months’ production from any initial oil where it is not restricted to 
any great extent. You don't get it here. We have seen any number of 
curves that formed the background for that. 

If you get the equivalent of 40 months, you are doing pretty: good. 

It would be my opinion that had Mr. Dooley used about one mil- 
lion barrels, instead of 2,002,000, or something on that order, it 
would have been more reasonable. Obviously, if he had used 
1,100,000, that would still be close enough to my opinion of it. 

Hearing Examiner: In other words, your estimate is about 50 
per cent of what his was? 

The Witness: Yes, that is the way I looked at it. 

Now, the next one is the Caddo-Pine Island. There were three 
producing formations there, of which I never did know just how many 
wells were in each formation. Some of them decline faster than others. 
The main productive horizon is this Annonachalk, which gives up its oil 
slowly, but which contains a large amount of oil per acre based on 

[1432] 
core analyses. It is a very tight formation, it is very difficult to —_ 
it out. 

I noted that Mr. Dooley’s figure, overall, included three forma- 
tions. I have no separate figures as to the production from the separate 
formations. He estimated 1,234,900 barrels of proved developed re- 
serves from some 54 wells. 

Now, that is the equivalent of 191 times the actual production 
for the month of January, 1956, which was the last firm figure in 
Mr. Dooley's report. He estimated reserves for three additional . 
months. As to whether those estimations are up or down, I just don't 
have any knowledge. So I used the January, 1956, the last firm figure. 

His reserves, going back to comparing gross reserves and gross 


189 [1484] 
production, the reserves are 191 times the monthly rate of production. 
It is my understanding that Mr. Dooley figured, he tried to take the 
first 20 years of production from these leases, and no attempt was made 
to give any value to any oil after that date if there was still production. 

Based on the figures set forth in his report, that doesn't allow 
for very much decline, You see, theoretically he would have used 240 
times that last month's production. Instead of that he used 191. 

Now, the production back in July, 1955, was 9425 barrels, as 
against the gross for January of 1956 of 7326. That is two thousand 
barrels decline in about six months. | 

[1433] ? 

I don't think that rate is going to continue, but I think the ordi- 
nary conception that the production from the Annonachalk don't decline 
at all is not reasonable either. We get reports from time to time, and 
production data, and it goes down, it don't fall out of bed, or nothing, 
but I would feel offhand that these reserves, if he had used the equiva- 


lent of 120, which is ten years with no decline, or maybe 11, which is 
132, that that would have been a reasonable amount. | 
In other words, what he has I would reduce it by practically one- 
| 


third. ; 

Now, as to the estimated 1,015, 300 barrels of proved undevel- 
oped reserves, I would probably apply about the same discount on that. 

By Mr. Schiller: 

Q. I believe yesterday we indicated that you roqnedted addi- 
tional information with respect to these properties, is that correct? 
A. Ina memorandum, inter-office memorandum, I did. : 

Q. That was included--- A. That information was mailed to the 
company, or a letter to Mr. Schwebel, or somebody. 3 

Q. The substance of your inter-office memorandum, was that 
included in a letter which was introduced in evidence, which I showed 
you yesterday as Commission's Exhibit ! 

[1434] 
No. 9, which was sent to the company? A. Yes, sir, they were. 
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Q. Did you receive any reply from the company pursuant to 
that request? A. No, I never was shown any information or furnished 
any by anyone. Mr. Dooley, in his testimony, correctly stated that 
after we got through talking about Great Sweet Grass he asked me if I 
wanted anything about Kroy. At that time I figured that I wasn't in any 
position to discuss Kroy with Mr. Dooley. It hadn't come up. Sol 
said, "Well, Iam not working on Kroy at this time." 

By Mr. Blackstone: 

Q. That was in your conversation on October 17? A. In Poca- 
hontas, Arkansas. That is the way I understand the conversation. But 
nobody gave me any information. I don't know that Mr. Dooley had any 
information with him. I didn't pursue it any further. He may or may 
not. But anyway, he didn't say, "Here it is, take it whether you want 
it or not,” 

Hearing Examiner: Will you read back that last statement? 

(Answer read. ) 

By Mr. Schiller: 

Q. What have you done since July of 1956 in this matter, 

Mr. White? A. Well, I spoke about it, I suppose five or ten minutes. 
[1435] 

Maybe we talked about Kroy, I don't know it took that long, there in 

October, October 17, 

Q. You and Mr. Dooley? A. Between Mr. Dooley and I. 

Q. All right. A. On October 30, I picked up some pipeline 
runs from the purchaser of the oil in Tulsa, Oklahoma, and on Octo- 
ber 31, I went to the section in which these--near Lexington--where 
these two wells were drilled and which had been abandoned, and I noted 
the location and the remains or physical evidence of a dry hole having 
been drilled almost between those two abandoned wells. 

It was my understanding, from other information, that Kroy 
had drilled a dry hole on that Lexington block, and had completed it 


two or three months previous to my visit. I don't know the exact date, 
but the slush pit was still in there, and some debris still around. 
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I mean there wasn't any question about whether the hole had 
been drilled, and then I did not go to the location of this Dennis well, 
since Mr. Dooley had told me that Kroy no longer owned that lease. 

On the next day, November 1, I drove to this Hallett Field, this 
Hallet waterflood operation. I did not make what would be termed a 
complete examination of the lease. I drove around it, through it, ob- 
served pumping wells, and | 

[1436] | 
so forth, At least I know the lease is up there, and I know that there 
were some wells on it. 

As far as getting out and making a map of it, I aian't go that 
far. Since that time I have obtained no additional information. 

Q. The pipeline runs that you got while you were in Tulsa, that 
related to the Hallett leases, is that correct, Mr. White? A. Of Kroy, 
that was the only ones. 

As to the Louisiana properties, I did not visit them, and I have 
not had any further information on them. | 





Q. As a result of the study you made, what is your: present 
opinion as to whether the reserves in the Dooley report, and made part 
of the 8-K, were they excessive? A. They were, in my opinion. 

Q. Will you tell us to what extent? A. I would have not in- 
cluded any reserves for the Lexington or the Newcastle areas. It was 
in the proved undeveloped category. I would have reduced the undevel- 
oped Pine Island reserves which he estimated at 1,015, 300 barrels by 
approximately a third, at about 675,000 or 700, 000 barrels, which 
would have been the entire proved undeveloped amount of reserves 
which compares with Mr. Dooley's 4,011,200 barrels. __ 

Q. So that you would come up with a total estimate of 

[1437] 
2,750, 000 barrels for both the developed and undeveloped, as against-- 
A. Wait, let me give you that. 


Q. Allright. A. All I have given you so far, the 675, 000, or 
700, 000 barrels of proved undeveloped, against the 4,111, 200 barrels 
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of proved undeveloped. 

As to the developed category, I would have gotten between about 
1,820, 000 and about 1, 920,000 barrels, which is in contrast with 
3, 236, 900 barrels. 

The total would have been between approximately two and one- 
half million barrels and 2, 620, 000 barrels. 

Mr. Blackstone: And what? 

The Witness: 2,620, 000. 

By Mr. Blackstone: 

Q. That would be a range, you would consider reasonable for 
both developed and undeveloped proved reserves? A. That is not much 
range. I mean it is a very small range, as a matter of fact. 

Q. Then what was the overall reserves of the developed and 
undeveloped proven categories shown by the Dooley report? A. That 
was 7,348,100 barrels. 

Q. There is testimony in the record, Mr. White, that this 
waterflood project which I think we have described as the Hallett water- 
flood property-- . 

[1438] 
A. Yes. 

Q. --acquired by Kroy from Coronet, was acquired from men 
named Waggoner and Musgrave, for total cash consideration of 
$900, 000. 

Now, in your opinion, does that price corroborate or. verify 
your opinion as to the proven reserves in that particular field? 

A. Well, it certainly don't worry me about my estimation. I mean I 
estimated between 1,000,000 and 1,100,000, and that would be a range 
of between 80 to 90 cents a barrel. They might have even tried to get 
a little more than one dollar a barrel for it. But they may not. 

Q. Would that be a price range you would consider reasonable 
for the sale of oil reserves? A. I don't know just exactly what per- 
centage of the development had been done. But assuming it had only 
been half done, that would still be in range. If he got proved reserves, 
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in my opinion, if you are going to get it fairly fast, it ought to be worth 
$1.25 a barrel for what work you had actually done. I wouldn't cut 
under that much, for what you have got to do you deduct estimated costs, 
so if you use a million barrels, and the man got 900, 000 out of it, in 
dollars, he wasn't giving it away. | 

Q. If in fact there were over two million barrels of proves 
reserveg, would a $900, 000 cash price be an 

[1439] 

unusually cheap price for such reserves? A. Well, it would be in my 
opinion, if there hadn't been any development work done, and if you 
knew what you knew now, I don't see how he would hardly sell it for 
that. Of course, he knows now it is a successful waterflood, that is 
what Iam meaning. It is not something--if he hadn't taken a barrel 
out of it, but he knew what he had done was capable of yielding 12, 000 
barrels a month, I think they could sell it for 45 cents. If he did, he 
would certainly be anxious to get rid of it. 

Q. Now, in connection with the Jordan properties that were out- 
lined in the Dooley report that you have testified about, which proper- 
ties were acquired by Great Sweet Grass from Depositors Mutual Oil 


Development Corporation, there has been some testimony in the record 


that there was a cash consideration paid for those properties of two 
million dollars, together with--of approximately two million dollars, 
together with 60,000 shares of Great Sweet Grass stock which were 
sold for something in the neighborhood of $3. 50. | 

Now, would that total cash consideration of something over 
$2, 100, 000 corroborate, in your opinion, the estimates that you have 
given as a reasonable proved reserve for the Jordan properties? 
A. Well, to me it would indicate my figures were certainly in the ball 
park. You see, I estimated 914, 000 barrels of : 

[1440] | 

proved developed reserves--I mean that is the figure that I took, I 
didn't estimate all of that, I accepted part of Mr. Dooley' s figures, you 
see, without change. But my total, after making what revisions I 





[ 1440] ans 


thought were desirable, the revisions were on the down side, I got 

914, 000 barrels of proved developed reserves. It wouldn't bother me 
at all to say that those reserves were worth $1.25 a barrel. Somebody 
might say they were worth $1.35, somebody might say $1.40, some- 
body might say $1.15. But they don't have the long life to make the 
deferrment so important. 

If you used $1. 25 for 914,000 barrels, you would get about one 
million--let me figure it here just a minute--about 1, 150, 000 dollars. 
That is a little rough. 

Now I come out just under two million barrels as the proved 
undeveloped. If you put that down at 60 cents a barrel, which is just 
about half of the $1.25, you would have a rough figure of $1, 200, 000, 
or a total of $2,350,000 would be just my quick-look evaluation. It is 
a little better than a horseback opinion. I mean you look at it all the 
time, it is somewhere reasonably close. 

By Mr. Blackstone: 

Q. I wasn't clear, Mr. White, from your testimony about the 
Caddo-Pine Island. 

You did give figures you would reduce Mr. Dooley's estimates 
by one-third, approximately, both for the proved 

[1441] 
developed and proved undeveloped, 

What do you have in front of you, or can you figure out quickly 
what your estimate of what a reasonable reserve figure would be for 
those two categories in the Louisiana properties? A. For the proved 
undeveloped I stated between 675, 000 and 700,000, which is almost no 
range at all, and around 800, 000-something for the other. 

Hearing Examiner: While you are looking that up, could I ask 
you again if I understood you correctly to say that your valuation of the 
Jordan properties would be around $2, 300, 000? 

The Witness: $2,350,000 is the sum of those two amounts; 
$1, 150, 000 plus $1, 200, 000. 

Hearing Examiner: For which they paid two million cash, plus 


[1443] 
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the stock? 3 
The Witness: I gave an amount there on the record. It was 
right at 800,000. Just a minute here, here is a sheet of paper. 
820, 000 barrels for the proved developed category in Caddo, 

By Mr. Blackstone: ! 

Q. Now, there was some testimony in the record by Mr. Aber- 
son that it was his understanding that those Louisiana properties were 
purchased for something over $500, 000, perhaps $550, 000. | 
| Would you have an opinion as to whether or not, if that 

[1442] i 
had been the actual purchase price--cash purchase price, that would 
be a reasonable purchase price for those properties and corroborate 
the estimate you have given as to the oil reserves in that area? 
A. Well, I don't have the actual operating costs in Caddo- Pine Island, 
and you do have a deferrment there of income, and you wouldn't give 
as much per barrel to ae” _I don't know whether you want to go more 
than 90 cents a barrel, say, for the proved undeveloped. i don't know 
what the operating costs are, I am in the dark on that. It is not avail- 
able to me. : 

If they are higher than 50 cents a barrel, I wouldn't want to re- 
duce that 90 cents, but if they are no more than 50 cents, that would 
take care of it. : 

If you use 90 cents a barrel for the developed, you would get-- 

Q. Pardon me. Earlier you said the undeveloped. _ Did you 
mean the undeveloped, when you said the 90 cents per barrel? A. That 
was for the developed. The 820,000 barrels of proved developed re- 
serves I would say were worth in the neighborhood of $728, 000. That 
is just 90 cents a barrel. The 675,000 barrels of undeveloped, I would 
probably put that in about the 50 cents a barrel category, no higher, 

[1443] 
that would be about $340, 000. 
Q. Do you have all of the basic data, including sigs maps, 


necessary for you to give a firm opinion as to the amount of oil reserves 





[1443] ame 
in the Caddo-Pine Island properties? A. I don't have a map. There is 
a series of maps in there which were various location plats. I did not 
see what I would call a development map showing their acreage. This 
work was strictly done on the amount of oil they were getting out of it, 
the rate of decline which is shown in the production figures, and the 
general information as to what takes place down there. 

[1444] 

Q. The price you have said would be a reasonable price for the 
developed and undeveloped oil in the Caddo property, would that, ina 
negotiated transaction, would there be any discount taking into account 
the long period of time that the oil is to be recovered in this chalkfor- 
mation? A. There is no question about that, except that I tried to take 
some consideration there when I put the 90 cents a barrel on it. 

Q. Then the price might be--could be more or less, depending 
upon what the operating costs are, or something you don't actually know 
about, is that correct? A. Well, the operating costs tend to increase 
as time goes on. I just said that if they were no more than 50 cents a 
barrel at the present time, I figured they will get to be 50 cents all 
right, but if they are no higher than that now--some of those wells cost, 
goodness, a dollar and a quarter to operate. 

If they cost $1. 25 to operate, you couldn't even start to pay 90 
cents a barrel for it. 

But that was trying to give reasonable consideration to the defer- 
ment and to a reasonable cost of operation. Somebody else might say, 
"Well, it is not worth over 75 cents a barrel." But that is not just one 
fellow saying one quarter and another saying $2.50, it is not that far off. 

Hearing Examiner: In other words, you think the prices - 

[1445] . 
you mentioned are within a reasonable rate? 

The Witness: Yes, somewhere, 

Hearing Examiner: Estimated rate? 

The Witness: Not'exactly, of course. 

By Mr. Blackstone: 


7h 
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Q. I take it from your testimony if the price is actually 550, 000 
dollars, or in that neighborhood, that was an unusually low price for — 
your estimate of the proved developed and proved undeveloped reserves 
in the Louisiana property? A. Maybelam too high. I come out with 
a little over $1 million, adding the two parts. : ; 

Q. Now, your testimony the other day, in regard to the Sproule 
report of November 24, 1955, relating to the acquisition of certain pro- 
perties from Pitt Petroleums, Ltd., by Great Sweet Grass; your testi- 
mony, as I recall, raised only the issue that the report of Sproule had 
a category of 155,000 probably additional barrels which you considered 
improper, is that correct? A. Yes, sir, that was the extent of the 
testimony. No opinion was expressed as to anything else. ! 

Q. In the Sproule Report. ! 

I should like to have you look at Commission exhibit 100, which 
is the preliminary draft of report of oil reserves of Great Sweet Grass 
Oils, Ltd. , prepared by Mr. H. Garde-Hansen. 

[1446] | 

You will note from that report that there are production statis- 
tics given for the entire year 1955. | 

That is in appendix 1. The exhibit that is in evidence as to the 
deficiency letter to the company did call for production figures through 
1955; did it not? A. Yes, sir, that is the wayI recall. I am sure it 
did, because I figured that those would be available. I would.have. 
asked for additional information had I known there had been any delay. 
I just figured December, 1955, was available as of the day I wrote the 
report. ! 


Q. Have you reviewed this report of Mr. Garde-Hansen? 
Mr. Cushwa: Just a minute. Your Honor, this is the report 
which as you know is in evidence for a very limited purposes. Asli 
understand the Commission's ruling, it was admitted not for the pur- 
pose of proving anything that was in it. | 

In other words, so far as anything that is in the report, it is 


not proven. 
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Mr. Blackstone: I am not using this report. 

I am asking an expert oil engineer and geologist, as to his 
opinion, and certainly an expert can take into account reports prepared 
by other persons, and I would like his testimony on this point. I don't 
believe you have any objection. 

Hearing Examiner: Are you referring to it just as if you 

[1447] 
might show him a book, a published book? 

Mr. Blackstone: That is right. This is information I want to 
get. 

Hearing Examiner: It says in the book thus and so, and you 
want his opinion as to what is said in the book? I think that would be 
all right. He is not offering it— 

Mr. Cushwa: For that limited purpose. 

Hearing Examiner: --as testimony in chief. 

Mr. Blackstone: Just a minute, 

If you will let me develop the questions, I think it will be per- 


fectly apparent these are proper questions, and that Mr. White as an 


expert can give an opinion in response to questions I ask. 

By Mr. Blackstone: 

Q. You will note that in this report of Mr. Garde-Hansen he 
arrives at a total, what he calls primarily recoverable reserves, as at 
April 1, 1956, of 160, 900 barrels. 

Now, in your opinion, in reviewing the report and the statistics 
and the production figures given therein, does that estimate of reserves 
appear reasonable? A. You are asking me about a figure as of April 1? 

Q. Well, he has given this, on page 4, he has this summary, 
and I am asking you if that appears to be you to be reasonable, based on 
the report in its entirety, and the figures attached to the report? 

[1448] 
A. Those figures are as of April 1, see? 

There is a gap between April 1 and January 1 of three months. 

I don't know how much more he knew than this production data here. 
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I can express an opinion as to what I figured the reserves which would 
have been reasonable, based on the production data through of the month 
of December, 1955, would be. | 

Q. Would you do that, Mr. White? A. As to what he knew, be- 
tween the first of January and the first of April, I don't know, you see. 

Q. Yes. | 

Would you give us the opinion, then, based on the production data 
that is attached as appendix 1 to Mr. Garde Hansen's draft report? 
A. Let me interpose. Yesterday I expressed an opinion as to the re- 
serves based upon the September figure--Se ptember, 1955 Production 
figures--and the July, 1956 figures. 

The October, November, December production data were not 


given any consideration in that opinion. 
Q. To make this point clear, when you testified the other day, 

you were testifying in regard to the Fisk Report for these particular 

properties, and giving your estimate as to what basic information Fisk 


contained in his report, which included data on to the end of 1956; is that 
correct? | 

[1449] 

A. He had the July 1956 production figures, he had the accumulated pro- 
duction figures up to that date. | 

Q. And so that testimony was relating to your best Opinion as to 
what the reserves looked like in 1956 taking into account the data that 
was available for 1956? A. That is right. 

Q. Now, this Iam asking you, is in connection with an opinion as 
to what your estimates would be, or your opinion of estimates, taking 
into account just the data through December, 1955. A. Which would 
mean an estimation as of January 1, 1956? | 

Q. Yes. A. Well, let's preface it just a little bit. The pro- 
duction information here gives oil and water. It clearly shows that no 
well was making its full allowable, although one was fairly close, but the 
rest of them were definitely below. : 


If you add these amounts, and apply the Great Sweet Grass" net 





[1449] 150 
interest, you get about 3250 barrels per month, 3296 barrels per 
month, for that month of December. 

Applying the same yardstick which I did yesterday with respect 
to the Fisk report, just mathematically it would come out 247,000 plus 
barrels, or roughly 250, 000 barrels net to Great Sweet Grass’ inter- 
ests from the developed wells as of January 1, 1956. 

[1450] 

Yesterday I arrived at 225, 000 barrels as of the first of Sep- 
tember, 1956. What took place in January, February, and March, I 
have no knowledge. 

Q. Then in reaching this estimate, as of January 1, 1956, based 
on the production records through December, 1955, did you take ac- 
count of any of the statements made in Garde-Hansen's reports about 
the operations, water problem, and soforth? A. No, Idid not. Itis 
based solely on this production data. 

Q. Do the comments in the Garde-Hansen report shed any 
further light on the oil reserve problems, as far as you are concerned? 
A. He stated it was even worse than what meets the eye, inasmuch as 
he got two thirds of what I did, he evidently thought less of it. 

Hearing Examiner: Off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record, We will take a 15-minute _ 
recess at this time, 

(Recess taken) 

Hearing Examiner: All right, gentlemen. 

By Mr. Blackstone: 

Q. Mr. White, before the recess you gave an estimate based 
on the production data through December, 1955, for 

[1451] 
proven developed reserves for these Pitt properties, so-called. 
A. Through December, 1955, was it not? 
Q. What did I say? A. September, or did I misunderstand. 
Q. I said December, I meant to. 
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You also have an opinion based on the data available as to proven 
undeveloped reserves for these properties as of January 1, 1956. A. It 
will take me a minute or two here. | 

Hearing Examiner: When you mentioned the Pitt properties, is 
that the properties in the Garde-Hansen, and the Sproule report? 

Mr. Blackstone: The Sproule report referred to these as the 
Northern Oil Development Company, did it not, something like that? 

There was no explanation as to how the properties got from 
Northern Oil to Pitt, but I have been referring to it as the short-hand 
expression the Pitt properties, to identify them. i 

The Witness: For some 7 wells, it looks like the oo ulti- 
mate production of oil for all of the wells is in the neighborhood of 
350,000 barrels, based on my 250, 000-barrel estimation for the net 
future. That is roughly 50,000 barrels per well. At that time, I would 
say that any well | 
[1452] : 
that would make 50,000 barrels, if the cost was on the order of 25 or 
so thousand, that would be considered commercial, and it is talking 
about 9 locations involved at 50,000 barrels each would be 450, 000 bar- 
rels gross, and it talks about 75, 000 for the royalties, would be about 
375, 000 barrels of proved undeveloped, which is obviously a reason- 

ably rough figure since it is just based on the behavior of these particu- 
lar wells. 

If those wells are to decline rapidly in the next three months, 
as this report of Garde-Hansen indicates, that would have been sub- 
ject to change, of course. But that is based on just what I gee as of 
January 1. 

By Mr. Blackstone: 

Q. So then your estimate based on the production disnren, 
through December, 1955, would be something like 250, 000 barrels net 
proven developed reserves for these properties, and approximately 
375, 000 barrels net proven undeveloped reserves? A. tes, that would 


be my opinion of it, as of that time. 





[1452] = 

Q. Based on that opinion, is it your opinion that the Sproule re- 
port of November 24, 1955, was excessive in terms of your January 1, 
1956 estimate? A. Well, the figures contained in the report dated 
November 24 would be considered excessive in the middle of January. 

[1453] 

Q. At the time the report was filed as an exhibit, the form 8-K, 
on January 24, 1956, then in your opinion, in light of the evidence 
available through December, 1955, the Sproule report was excessive 
to the extent it exceeded your estimate of reasonable reserves, is that 
correct? A. Yes, sir, that is right. 

aK * ae 5 

[1481] 
IRWIN R, FRUMBERG * * * 
DIRECT EXAMINATION 
By Mr. Blackstone: 
# * * ae 
[1485] 

Q. Do you recall doing work for Mr. Schwebel in connection 
with a listing application made to the American Stock Exchange on be- 
half of the Great Sweet Grass Oils which related to the issuance of five 
hundred thousand shares of Great Sweet Grass stock to Torny Financial 
Corporation? A. Ido not recollect doing anything on that, except--as 
such--except insofar as the other members of the office may have con- 
sulted with me on abstract questions concerning the sale and issuance 
to Torny, as was the customary practice in the office. 

The office, as such, was a made house, and anybody that was 
employed there would never hesitate to break into my office regardless 
of whether clients were there or not, and ask me questions, just throw 
the facts at me, with or without names. 

Q. Were you ever asked yourself by Mr. Schwebel, or any 
other attorney in his office, to make any particular inquiry as to what 
type of company Torny Financial Corporation was? A. No. 

Q. You did not make any such inquiry? 
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[1486] : 
A. I don't recollect having ever made such inquiry. 

Q. Do you recall any discussion, at or about the time the ap- 
plication was filed, listing application was filed, and the opinion letter 
of Schwebel was filed with the Exchange as to Mr. Ciglen and Mr. 
Black--Morris Black's connection with Torny Financial? A. I don't. 
know whether it was at that time or later, and if you will give me the 
date of that listing application of that five hundred thousand shares-- 

Q. I believe it was in August of 1955. Do you want the precise 
date? We haveit. A. No, I don't recall at that time knowing anything 
about Torny, but somewheres along the line I understood Torny Finan- 
cail was a client of Mr. Ciglen's, and that Mr. Black was thie financial 
or general manager of Torny Financial Corporation. : 

Q. At the time that you acquired such information, were you 
then aware that Mr. Black was an officer and director of Great Sweet 
Grass? A. I don't believe that I--I don't know at what time I acquired 
that information, but I don't believe that I knew Mr. Black was an offi- 
cer or director of Great Sweet Grass until about the time of my trip to 
Oklahoma in December, 1955. 

ss * x * 

[1493] 

Q. Did you make any inquiry of him as to what the Lhepositors 
Company was? A. I inquired of Mr. Jordan to let me have a certifi- 
cate so that I could be certain that compliance was being observed with 
Rule 133 of the Securities Act of 1933. ! 

Q. Did you say anything to him about the stockholders of De- 
positors being required to take the shares of Great Sweet Grass for 
investment, and not for redistribution? A. I did not. : 

Q. You did not say that tohim? A. No. It was not my under- 
standing of Rule 133 that it was required upon requisite majority vote 
under the law of the State of incorporation. 

Q. Was it your understanding that the Securities Act would per- 
mit a redistribution of all the shares acquired by a company selling its 


I 
' 








a a 
[1493] oe 
assets for shares? A. My understanding, Mr. Blackstone, was that 
under Rule 133, upon the requisite majority, favorable vote, for a plan 
for the sale of all the assets of a corporation to a corporation which 
issues its securities in return, that 

[1494] 
upon the distribution prorata to the stockholders, in this case Deposi- 
tors Mutual, that the stockholders of Depositors Mutual would be free 
to sell their shares of Great Sweet Grass without violation of Section 5, 
provided that none of them were controlling persons of Great Sweet 
Grass Oils. 

Q. In other words, your understanding was that all 1, 750, 000 
shares, in this particular transaction, could immediately be resold by 
the stockholders of Depositors? A. If they had received them in ac- 
cordance with this plan approved by the stockholders, whether there 
were any dissenters or not. 

Q. And it would make no difference in your opinion that there 
was a pre-arranged plan to arrange such a redistribution of the shares 
by the stockholders of Depositors? A. I didn't necessarily know of any 
pre-arranged plan. 

Q. Did you inquire about any? A. No, I didn't. 

Q. Iwill ask this as a hypothetical question, as an attorney 
familiar with the Securities Act, in your opinion, if there were a pre- 
arranged plan, between Great Sweet Grass and Depositors, that all 
shares received by the stockholders of Depositors would then be resold 
to the public within a month or two months, that the Rule 133 exempted 
the entire transaction from registration? 





[1495] « 

A. Mr. Blackstone, I think you said that if there were arrangements é 
between Great Sweet Grass, I believe meaning the issuer? 4 
Q. That is right. A. And Depositors Mutual. I might then 7 


have had cause to decide that such a transaction was completely free, 
and that the securities otherwise passing under Rule 113 were subject 
to immediate distribution and resale, free of the registration provisions. 
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However, I knew of no arrangement between Great Sweet Grass 
and Depositors. On the other hand, if there were arrangements not with 
the issuer of the securities, Great Sweet Grass, my best opinion would 
be that whatever other arrangements there may have been for distribu- 
tion of those shares after the so-called 133 issuance and delivery of the 
shares, that registration would not be required under the Securities 
Act, provided that none of those persons were controlling persons, 
directly or indirectly, of the issuer, Great Sweet Grass. ! 

Q. In this particular case, with the number of shares outstand- 
ing after the transaction was completed, wouldn't you say in your 
opinion that Depositors, as an entity, having 1, 750, 000 shares of Great 
Sweet Grass, would be deemed a controlling person in Great Sweet 
Grass? A. I don't recollect how many shares there were out- 

[1496] ! 
standing, but my recollection is that the plan of Depositors Mutual 
from the certificate which I obtained later, after I had returned to New 
York on December 25, that that plan had encompassed a distribution 
prorata to the stockholders of Depositors Mutual. 3 

If it were Depositors Mutual that obtained the shares, and did 
not distribute prorata to its stockholders, yes, I might have had a ques- 
tion whether Depositors Mutual, as such, could freely offer 1,750, 000 
shares, if my recollection is correct, that it would have then been the 
largest stockholders, and perhaps a 25 or more per cent stockholders. 
I think there were about four million-odd shares outstanding. 

Hearing Examiner: By that you mean, if you regarded Deposi- 
tors as the recipient of the stock, rather than the stockholders? 

The Witness: Rather than a distribution to the stockholders , then 
I think there would have been a single entity holding a block that large, 
then I might have had a problem, and might have advised Mr. Ciglen to 
find out what Depositors Mutual intended to do with the stock, although-- 

Hearing Examiner: What information did you have as to the 
number of stockholders of Depositors and the amounts to be distributed 
to each? : 
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[1496] 

The Witness: I had asked or suggested to Mr. Jordan that in 
connection with his giving me a certificate that the number 

[1497] 
of stockholders be included in the certificate as well as the assenting 
and dissenting vote, if any. 

My knowledge prior to that, when I went--at that point, before 
describing the type of certificate which would satisfy me, was an in- 
quiry as to the approximate number of stockholders of Depositors Mu- 
tual. 

By Mr. Blackstone: 

Q. Did you know, Mr. Frumberg, that Mr. Robert Jordan and 
his immediate family, a few in number, really owned all of the assets 
of Depositors? A. I can't say that I knew they owned all the assets. 

I had an idea that there had been some assets that they had previously 
owned which had been transferred to Depositors. 

Q. Did you know that the properties of Depositors had actually 
been acquired from the Jordans themselves, and not from a list of 30 or 
so stockholders? A. I can't say that I knew anything about that, except 
that I knew some, if not all of the properties of Depositors Mutual, had 
been acquired somewheres, some of the properties at least had been 
acquired from the Jordans. 

Q. Did you know that Mr. Jordan and his family were really 
the major interests involved in the Depositors Company? A. I knew 
that Mr. Jordan and members of his family were stockholders of De- 


positors Mutual. “ 
Q. That they were the substantial-- re 
11498] ae 


A. How substantial, I can't say that I knew they were substantial. I 
know I asked Mr. Jordan how many stockholders there were of Deposi- 
tors Mutual. 

Q. But you made no inquiry as to how much Mr, Jordan himself 
was beneficially interested in the Depositors Company, and menbers of 
his family? You made no-- A. I made an inquiry to determine if any 
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of the--I asked Mr. Jordan, who incidentally I understood was a lawyer, 
as well as president of Depositors Mutual--I asked Mr. Jordan if, asa 
result of the distribution prorata, there would be any more than ten per 
cent stockholders of Great Sweet Grass, and I was assured that there 
would not be. ? 

Q. Did you ask Mr. Jordan if he had any arrangement with 
Mr. Ciglen for the redistribution of these shares of Great Sweet Grass 
that were going to these assets of Depositors? A. No, I would have 
considered that none of my business. I was there, as I say, just to 
assist Mr. Ciglen in drafting the contract, and to get as quickly as 
possible the information to enable me to write--give an opinion that the 
transaction had been exempted under Rule 33. 

Q. Did you ask Mr. Ciglen if he had made any y arrangements 
with Mr. Jordan to redistribute these shares of Great Sweet Grass that 
were going for the Jordan properties? A. I did not ask Mr. a 
whether he had made any arrangements. 

[1499] 

Q. In any of your conversations with Mr. Ciglen, aid you indi- 
cate to him that shares could be redistributed by the Depositors Com- 
pany without any necessity of registration? A. I don't think I told 
him that the shares could be redistributed by Depositors Mutual, but 
I said on a prorata distribution to the stockholders of Depositors Mu- 
tual, that as long as none of the stockholders were controlling persons 
of Great Sweet Grass, their registration would not be required in con- 
nection with the registration for the resale of shares, | 

Q. Did you say anything about the bearing of having the pre- 
arranged plan between Great Sweet Grass and Depositors about redis- 
tribution? Did you go into that subject with Mr. Ciglen? A. Not at 
all. Certainly not between Great Sweet Grass and Depositors. I think 
I explained before, I would consider if I had known that there was a 
pre-arranged plan between the issuer and the Depositors Mutual and 
their stockholders, I might have given pause before rendering opinion, 
but I had no indication of a pre-arranged plan between Great Sweet 
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Grass and Depositors Mutual. 
[1532] 


aie * * * 


[By Mr. Blackstone] In particular, Iam concerned with getting 


into the record the fact that Mr. Pancer, according to this document 
filed with the Commission, states here he is also vice president of In- 
ternational Lithium Mine Corporation, Ltd., and acts as consultant to 
said company in the direction of its mining operations. 

There is no statement in here as to any connection between 
Mr. Pancer and the Torny Financial Corporation, and the address for 
Mr. Pancer is given as 100 Adelaide Street, West, Toronto, Ontario. 

I would like at least to have this identified in the record as a 
reference to other publicly filed material, because I intend to make 
some argument based on that in any briefing or argument that is made 
in this case. 

Hearing Examiner: Do you have any objections to that 
Mr. Cushwa? 

[1533] 

Mr. Cushwa: Well, it seems to me that is sort of a reverse 
way of trying to prove something. In other words, you say it does not 
show any connection of Mr. Pancer with Torny Financial? 

* xe * * 

[1669] 
HANS GARDE-HANSEN * * * 
DIRECT EXAMINATION 
oe * * * 
[1716] 

By Mr. Blackstone: 

Q. I take it what that means is, isn't it, Mr. Garde-Hansen, 
as of April 1, 1956, you would consider that there were less locations 
that would produce oil and could be put in the proven undeveloped cate- 
gory than your opinion was in November, 1955? A. Partly that, but 
not so much that, that the locations drilled in November and the 


ss [1717] 


reserves estimated for those locations in November had a certain num- 
ber of barrels. Now, the same locations had a smaller number of bar- 
rels in April, due to the revised estimate. In the same way, although 
the number of locations, have proven undeveloped might be the same, 
one would, due to field history, have to reduce the potential. 

Hearing Examiner: What was your figure on proven undeveloped? 
I see on page 4 that summary of primarily recoverable sel dase, total- 
ing up 160, 900 barrels. 

The Witness: That is proven developed. 

Hearing Examiner: That is proven developed? 

The Witness: Yes. 

Hearing Examiner: What was your figure for proven  oevee 
oped? | 

The Witness: I did not estimate the figure at that time. As you 
know, this report was only in draft form, and not cea eae as to proven 
undeveloped, but I have stated this 

[1717] 
morning that I would estimate that the ratio to the proven developed, as 
shown in this report, would be the same as the proven undeveloped to 
proven developed in my November report, approximately. : 

Hearing Examiner: What was that? : 

The Witness: The ratio is about one to one, or thereabouts. 
There would be a ratio of 59 to 67. 

Hearing Examiner: What would the result be, on the basis of 
169, 900 proven developed, in round figures? 

The Witness: In round figures, 140,000. Though I. am not 
stating that is the exact figure I would come up with if I sat down and 
calculated it tract by tract. That is approximately what I would esti- 
mate. 


Hearing Examiner: That is your present estimate, L that right, 
in light of your most recent informat you have--the proven: undeveloped 
would be approximately 140, 000? 

The Witness: Apart from bringing the decline curves of the 
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wells of the company up to date, I have not worked on this since April, 
and there may well have been some development that would alter that. 

Hearing Examiner: Then that would be as of April? 

The Witness: It would be. 

By Mr. Blackstone: 

Q. I would like to see a copy of that November 24th report. 

[1718] 

Then to clarify this point, your 160,900 barrels, on the April 
report, for proven developed, were gross figures, and also, then, this 
rough estimate you made of 140, 000 proven undeveloped would again 
be gross figures, and to find the net to the company, one would have to 
apply the appropriate working interest percentage; is that correct? 

A. That is right. 
* 3 
[1769] 
SAMUEL WEINER * * * 
DIRECT EXAMINATION 
By Mr. Blackstone: 
aK * sd 
[1776] 

Q. Do you know Mr. Samuel Ciglen? A. I know of Mr. Sam- 
uel Ciglen. 

Q. You don't know anything about him in connection with Torny 
Financial? A. No, sir. 

Hearing Examiner: Have you ever had any transactions with 
Mr. Ciglen? 

The Witness: No, sir. 

* * * 

[1808] 
DAVID L. DOOLEY * * * 
DIRECT EXAMINA TION 


By Mr. Cushwa: 
oe * 
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[1856] | 

Q. What do you mean by "effective thickness"? A. Well, that 
can be most easily explained by going up to the Short Junction-Newcastle 
area. In that field the production is from the Hunton limestone, which 
is several hundred feet thick, but the effective porosity in that reser- 
voir is generally about 50 feet at the top, in the Bois and Arc member 
of the Hunton limestone. Entire sand is not necessarily productive, and 
we calculated for each well that portion of the sand which was suffi- 
ciently permeable and porous to produce oil and gas. : 

Q. Well, then, does the term "porosity" have--is that synony- 
mous with the effective thickness? A. No. Effective thickness must, 
of course, be porous, for it to contain any oil or gas. Also, it is 
necessary that the reservoir be permeable if it is to be productive. So 
porosity, permeability, and saturation--that is, whether or not the 
pores are saturated with oil, gas, or water, and in what proportions, 
are all factors which must be considered in determining the net thick- 
ness. : 

Hearing Examiner: When you speak of electric logs, 

[1857] i 
am I correct in assuming they are readings taken from some sort of 
instrument that is lowered into the casing? | 

The Witness: Yes, sir, that is correct. 

By Mr. Cushwa: ! 

Q. What information do you get from electric legs? A. Elec- 
tric logs measure the electrical characteristics of the formations 
through which the recording instrument is lowered, and by analogy of 
all the logs in an area, or most of the logs in an area, it is possible 
to impute from these logs the probable reservoir conditions which 
exist down the hole. | 

One electric log by itself in an isolated wildcat is relatively 
worthless. In an area of fairly full development, electric logs are in- 
valuable in predicting--not in predicting, but in determining pay thick- 
ness, fluid saturation or reservoirs, porosity, permeability of formations. 
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* * % x 
[1889] 

[Mr. Cushwa] Now, what factors did you take into consideration 
in reaching your estimates on the Short Junction-Newcastle Fields? 

A. Insofar as they were available, I took into account the same type 
of basic data in Newcastle as I did in North Hoover and East Brady. 
There were not so many wells drilled on the Jordan acreage in New- 
castle. 

However, there were enough electric logs and enough general 
knowledge of the entire area to permit what in my opinion is a reason- 
ably accurate evaluation. 

* ie * * 

[1909] 

By Mr. Cushwa: 

Q. Do you believe that the subsequent history of these proper- 
ties, and their present production, and subsequent drilling, that is, 
drilling subsequent to the time of your report, have tended to confirm 
or not to confirm your report? A. They have confirmed my report, 
the subsequent operations have. 

Q. Are you speaking about your report, in general, or are you 
speaking about one particular field, or what? A. I am speaking spe- 
cifically about the Newcastle properties of Great Sweet Grass, in which 
I estimated a large undeveloped reserve. We now have data from the 
subsequent development which tends to confirm my orginal estimate. 

Q. Is the same thing true with respect to the other fields? 
A. The same thing is definitely true with respect to the North Hoover 
field, and the East Brady field, but those two fields, North Hoover, 
East Brady, in Garvin County, and Newcastle in McLean County, are 
the only ones in which there has been development. There have been 
no changes in the other 

[1910] 

fields. 

Q. So at the present time with respect to the other fields, there 








ipa [2003] 
has been no subsequent events which tend either one way or the other, 
either to confirm or to refute the accuracy of your report? 4 That 
is true. That is true. : 

I might add, if I may, that this Mary Thomas Well No. 1 which 
was drilled about a mile west, a little more than a mile west from the 
nearest production on the Great Sweet Grass lease, it was drilled in 
section 3, and the nearest production was over here in Section 2. 

This well penetrated the various formations within a few feet of 
the depths that we had predicted, and found the thickness of the forma- 
tion within a few feet of the thicknesses we had predicted, and to me 
the drilling of this well conclusively demonstrates the entire area be- 
tween the Mary Thomas well and the already-developed portion of the 
field will be productive. It is a part of that science of predicting the 
edge of an oil field. We don't know how far it extends beyond the Mary 
Thomas, but we have every reason to believe that the oil fields in the 
Hunton and the Bartlesville do exist between the Mary Thomas and the 
already developed portion of the properties. 

* * * 

[1983] 

CROSS EXAMINATION 
* 
[2003] 

[The Witness] Accordingly, the Hunton limestone wells drilled 
in this area of the Short Junction-Newcastle field can all be expected to 


produce water from the time they are completed, or shortly thereafter, 
and to continue to produce water until they are abandoned. But they 
will not go to 100 percent water prematurely, as might be indicated in 
some other reservoir by the fact that they do make water early in their 
lives. 


Hearing Examiner: What is the oldest well that you have knowl- 
edge or record of in this field? How many years has it been in exist- 
ence? 

The Witness: Just a second, sir. 
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Hearing Examiner: Approximately? 


The Witness: Four or five years at least. 
* * * 


[2136] 


[By Mr. Blackstone:] 

Q. Can you account or give any explanation as to why some 
other oil company was not willing to pay somewhat more than the $2 
million cash paid by Great Sweet Grass for the properties? A. No, I 
have no doubt some other oil company would have paid more than that, 
and I have no doubt but what Great Sweet Grass could at any time sell 
these properties for con- 

[2137] 
siderably more than they paid for them. 

Q. On the basis of your report? 

Hearing Examiner: Mr. Blackstone, I don't mean to lecture you 
on cross examination, this is cross examination, but I think the witness 
has been quite forthright in his answers. I think he has exercised a 
good deal of restraint. I don't think that there is any occasion for in- 
dulging in, what shall I say, phraseology which has a somewhat invidi- 
ous implication. 

* * 

[2529] 
ROBERT T. POLLARD * * * 
DIRECT EXAMINATION 
[2530] 

By Mr. Cushwa: 

Q. Where do you reside, Mr. Pollard? A. In Oklahoma City. 

Q. At what address? A. My residence is 2737 Guilford Lane. 
My office is 815 American National Building. 

Hearing Examiner: What city? 

The Witness: Oklahoma City. 

By Mr. Cushwa: 

Q. In what business are you engaged, Mr. Pollard? A. Iama 








165 
[2531] 


consulting petroleum engineer and geologist. 

Q. Where did you receive your education? A. At the Univer- 
sity of Oklahoma. ! 

Q. What courses did you take there, and what degrees did you 
obtain? A. I took two degrees in Ciyilian Engineering, and one degree 
in Geological Engineering. 

Q. When did you receive those degrees? A. The first one in 
1935, the second one in 1940, and another one in 1941. | 

Q. Did you attain any honors at the University of Oklahoma? 
A. Well, I belonged to several honorary engineering societies, the 
best one being Tau Beta Pi. Others, Sigma 

[2531] 
Gamma Epsilon, which was an honorary geological fraternity; Sigma 
Tau, which was another honorary engineering fraternity. _ 

Q. Will you relate your experience in the field of engineering 
and geological work since you left school? A. Since, let's say, 1936, 
with periods out when I went back to school part time to get the other 
two degrees, and two years out for military service--I might add Iam 
a registered professional engineer in Oklahoma, Kansas and Texas. 

Q. What did you do after you left school? Will you just go 
through what you have done and what your occupations have been, from 
the time you left school up to the present time? A. When I left school 
in 1935-- 

Hearing Examiner: Just a minute, piease. 

(Discussion off the record. ) 

Hearing Examiner: On the record, 

The Witness: From 1935 until 1937, I was office engineer with 
the W.P.A. In 1937 I formed a partnership with a man named R. D. 
Alexander, as a consulting engineering firm. We were in pete 
until the spring of 1952. 

By Mr. Cushwa: 

Q. Was that located in Oklahoma City? A. That v was in Okla- 
homa City. 
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[2531] 
In 1952, we dissolved our partnership and since that time I have 
been by myself. 
Q. What staff do you have in your organization? 
[2532] 
A. At the present time just a secretary. When I have additional need 
of additional help, I use other consultants. 
Q. What professional societies do you belong to, Mr. Pollard? 
A. Tothe American Association of Petroleum Geologists, the National 
Society of Professional Engineers, the Oklahoma City Society of Pro- 
fessional Engineers, Oklahoma City Geological Society, the Society of 
Economic Paleontologists and Minerologists. 
Q. Are you active in these organizations? A. Fairly so. 
es * * a 
[2534] 
Q. Mr. Pollard, will you look at this report of yours and tell 
us what conclusions you reached with respect to each of the properties 
under consideration? Do you have a copy of that? A. Yes, Ihavea 
copy. Do you want that lease by lease or field by field? 
Q. Oh, I think field by field. A. I might state I was requested 
to break this down in three categories. The first category being the 
reserves in the presently producing wells. The second category was 
proven undrilled locations. And the third was possible but not proven. 
Q. Was that instruction received in the telephone conversation 
to which you have just testified? A. Yes. 
Q. Was that the only communication you received prior to the 
writing of your report? 
[2535] - 
) 


A. That is correct. 
The field totals, the first one is the North Hoover pool. Under . 
the presently producing in oil, I gave a reserve of 528, 300 barrels. 
Under proven undrilled, 825,400 barrels. 
In the East Brady pool, under producing, 871,800 barrels. 
Proven, undrilled, 237,000 barrels. 
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2621 

The Newcastle-Short Junction pool, proven, 318,000 — 
Proven-undrilled, 1,140,000 barrels. 

And in the third category, possible, not proven, 14, 000, 000 bar- 
rels. 

The Union Valley pool, presently producing, 124, 100 barrels. 
Proven-undrilled, 36, 000 barrels. 

Northeast Coon Creek pool-- | 

Q. Is the Northeast Coon Creek the same as the Evansville 
area? A. Yes. 42,000 barrels proven and producing, and no proven 


undrilled. | 
* oe * a 
[2538] 
Q. Did you embrace your reserves primarily on the: wells 
[2539] 


on which you did have information? A. Yes. 

Q. Did you have time in the time that was allotted to you in 
preparation for the report to evaluate the undrilled reserves, the proven 
undrilled reserves in areas in which there were not producing wells? 

A. I don't quite understand what you mean. 

Q. Well, if you had had sufficient time, is it within the realm 
of possibility that you would have assigned greater reserves to areas 
on which there were not a large number of producing wells e you 
actually did? A. Yes. | 

Hearing Examiner: Would the converse be true? You might 
have had to assign less reserves. 

The Witness: Except for the fact, in the study that 1 made where 
there was doubt I tried to stay on the conservative side, and I feel cer- 
tain that in the cases where I didn't have sufficient information that 
probably the reserves would have been larger if I had had more time to 


accumulate information. 
* * * 


[2621] 
Hearing Examiner: A few moments ago you testified you thought 
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you were very conservative in connection with one of your estimates, 
and I struck it out because it wasn't responsive to the question. I think 
the record should contain your expert opinion. I don't have to remind 
you you are under oath, of course, but your expert opinion as to why 
you consider you were conservative. 

The Witness: At the time I made the report these other wells 
hadn't been drilled, the one to the west and the one to the south or 
southeast. Those two wells, I think, have extended what can be con- 
sidered the proven area over at least to those wells in the Hunton. 

Now I think also another thing, it hasn't been discussed other 
than we looked at, I think one log had it, and that is the Bromide sands, 
which is the upper member of the Simpson formation. There is a very 
great thickness of those sands present in the wells, and the estimate 
that I had out here for 14 million barrels possible, not proven, a large 
portion of that included Bromide oil which was under only 320 acres. 

Now, with the well, particularly the well to the west being 
drilled, and having the shows in it in the Bromide that 

12622] 
it did, I think that very likely a large area will produce from the Bro- 
mide. The upper member of that sand probably will have effective pay 
thicknesses in the matter of maybe one hundred feed. 

Hearing Examiner: If I recall correctly, I think you said your 
estimate of four hundred barrels per acre-~foot was conservative. 

The Witness: Yes. 

Hearing Examiner: What do you base that on? 

The Witness: I am basing that on the generally accepted figure 
that is used in estimating Bromide sand recoveries. Now, Bromide 
sand is comparable to Wilcox sand. Wilcox is a more or less local 
name, and Bromide is the official geological term. 

Hearing Examiner: What is the generally accepted? 

The Witness: The generally accepted is usually at least five 
hundred barrels per acre-foot. In many cases, recoveries have been 
greatly in excess of five hundred barrels per acre-foot. In Oklahoma 
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City there have been recoveries of over one thousand barrels per acre- 
foot. : 
Hearing Examiner: All right. Have there been technological 
advances in the industry over the last five years that in your opinion 
make geological estimates of reserves more accurate today than say 
they were five years ago? | 
The Witness: Yes. 
* * * 
[2628] 
ROBERT W. STROUD * * * 
DIRECT EXAMINATION 
‘By Mr. Cushwa: 
* * * * 
Q. * * * Where did you receive your education, Mr, Stroud? 
| 2629] 
A. Oklahoma City, and Oklahoma City University. 


Q. Did you get degrees from those institutions? A. ¥ have a 
BS degree from Oklahoma City University. | 

Q. BS in what? A. In geology. 

Q. In geology? A. Yes. 


Q. When did you graduate? A. 1951. 

Q. What have you been doing since that time? A. Well, after 
several years preparatory work with oil companies, I became an inde- 
pendent consultant. i 

Q. What oil companies did you work for? A. I worked for 
Magnolia Petroleum Company, I worked--in fact, I worked for Kerr- 
McGee Oil Company before that. I worked for the Kirkpatrick Oil 
Company, primarily Southern Oklahoma, and I worked for Warren 
Bradshaw Exploration Company up in Tulsa. 

Q. During what period did that cover, your work for these 
companies? A. Well, from--actually from 1949 up to November "53, 

Q. You worked for some of them while you were still going to 
school? A. Right. Yes. I worked for Kerr-McGee, I dropped out of 
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school, and worked for them, then came back and 
| 2630] 

finished up my education, and received my degree. 

Q. You worked for one or more of these companies from the 
time you graduated until 1953? A. Right. 

Q. In what capacity? Or capacities? A. Oh, as an interpreter 
on seismic crew, arranged from that through, oh, with Magnolia I was 
on a special Viola project covering the whole State of Oklahoma. And 
then, of course, graduating from junior geologist to geologist and 
finally with district geologist with Warren-Bradshaw, I handled all 
their Oklahoma operations. 

Q. For how long? A. Fora year, and then I went on my own. 

Q. You went on your own in 1953? A. Yes. 

Q. You have been a consulting geologist-engineer since then? 
A. Right. 

Q. Have you ever done any work for the Great Sweet Grass Oil 
Company? A. Yes, sir; I did. In fact, Mr. Eugene Jordan owned 
the properties that Great Sweet Grass Oil Companies bought. I just 
continued as a consultant both to him and to Great Sweet Grass. 

Q. You were then a consultant to Mr. Jordan when he 

[2631] 
owned the East Brady properties? A. Right. 

Q. And another property? A. East Brady and North Hoover. 

Q. North Hoover? A. Right. 

_ Q. How long did you work for Mr. Jordan with respect to those 
two fields? A. I must have started in that area along about, I would 
say along about February of 54, I believe I am right on that. 

Q. And you have continued either for Jordan or for Great Sweet 
Grass since that time? A. Right. As well as other clients, but I have 
worked that area for them, as far as these particular locations, and 
watching their wells. 

Q. Was that more or less continuously your work in connection 
with those areas? A. Yes. I have been working that East Brady area 


.-@ 2 &@ | 
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now for--the East Brady-North Hoover, which is practically one and 
the same thing, ever since that date. I mean I concentrate in that area, 
yes. : 

Q. Are you familiar with Great Sweet Grass' operations in that 
field? A. Yes. | 

[2632] 
o Their field operations? 
! Q. Yes. A. Isurely am. ! 
Q. What is your opinion of their operations? A. I would say 

| they are first class. In fact, I would say particularly concerning their 
service equipment, and their ability to operate the properties , itis even 


5 better than some of the majors who offset these leases. ; 

Q. In your opinion, is their operation better than the operation 
*: of the Jordans? A. By far. | 
il Q. Have you ever, in connection with this company, as to their 


operations or have you made any recommendations with fee to their 
operations? A. Yes. 

Q. Have you estimated reserves owned by the company in those 
. two areas? A. I did a reserve report for Mr. Jordan sometime pre- 
vious to the time he sold the property, now. I madea reserve estimate 
on East Brady only. I have since just roughed-out estimates on the 
North Hoover properties. 


* * me * 
. [2689] 
: CROSS EXAMINATION 
» * * oe * 


> [2715] 
| Hearing Examiner: Let's have it read back, But at any rate, 
my impression was reasonably correct, you weren't particularly enthu- 
¥ siastic with the notations that you made on that log, is that right? 
The Witness: Not from what I saw under the microscope, but 
after that well was completed, it proved better than I thought. 
Hearing Examiner: Than you thought? | 
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[2715] 
The Witness: Right. And they all have. 
* * * * 
[2721] 


[By Mr. Blackstone:] 

Q. It is a matter of my trying to understand the basis for the 
reserve report you have given. It didn't occur to you to be prepared 
for questioning at this proceeding as to the basis and rationale of your 
conclusion. It was your understanding all you had to do was give a 
figure amount, and it wasn’t subject to any questioning, is that correct? 
A. I understood I was to verify my report to the extent that I personally 
felt like that was what I felt was in the ground, 

[2722] 

Q. In other words, your idea of testifying today or yesterday 
was that you were just to say "these were the figures I arrived at, I 
don't now remember how I arrived at them, but Iam sure they were 
right when I wrote them." Is that it? A. Thatis right. To the best 
of my ability at the time I was doing this work, and I spent thirty days 
on it-- 

Mr. Blackstone: I submit, Your Honor, having witnesses ap- 
pear as experts that are not prepared to justify or explain and give us 
the actual basis on which they made their computations, renders their 
testimony suspect, and I think the testimony of this witness should be 
stricken, if he is not able to substantiate or permit himself to be cross 
examined about the underlying bases of his report. 

Hearing Examiner: Well, Iam afraid I have to deny that motion. 
The man was on the grounds. He is a qualified expert. I think the ob- 


jection goes to the weight. It is a matter for brief, not of evidence, or “ 
admissibility. | 
* * * * ia 

[2750] : 

Vv 


Mr. Condon: Mr. Examiner, officials of the companies, both 
companies, are increasingly mindful of the mounting distress of the 
18,000 shareholders of Great Sweet Grass and the 12, 000 shareholders 
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of Kroy. Great Sweet Grass is under new management, which is most 


anxious to devote full time and energy to the operation and development 
of the oil and other properties, and the same goes, of — for the 
purposes of the Kroy management, : 

A termination of this hearing will relieve both company officials 
of the time-consuming burden. Also, it will make available for con- 
structive business purposes, company funds which otherwise would have 
to be used to defray ! 

[2751] : 
litigation expense. Particularly in the interest of the stockholders, and 
in the hope that the steps which I am about to relate, which have been 
taken by the new management, in the case of Great Sweet Grass, and 
by the management in the case of Kroy, will merit the approval and 
confidence of the Commission and its Staff, and result ina restoration 
of trading of these stocks, I am making the following statements at this 
time for the record, and will follow that up by a motion, : 

One, the Forms 8-K and 10-K, previously filed, which are in 
question at this hearing, will be revised as to the oil reserves in ac- 
cordance with the estimates of SEC engineer White, without conceding 
that there was anything false or misleading with respect to the oil re- 
ports previously filed. 

Two, referring to Rule 9 of the SEC Rules of Practice, the Ex- 
aminer's report is hereby waived and consent is given that the Division 
of Corporation Finance assist in the preparation of the Commission's 
decision. : 

Three, certified copies of the records of both companies which 
have been subpoenaed will be produced in the office of the Division of 
Corporation Finance promptly, that is, within the next few days. 

Four, An American Assistant Secretary will be authorized to 


produce in the United States in the future certified copies of the books 
and records of the companies in response 

[2752] 
to Commission process. Canadian officers and directors wil agree, 
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by appropriate resolution, to respond to Commission process to the 
same extent as if they were in the United States. Such of these Cana- 
dian officers and directors as are desired by SEC counsel will come to 
Washington immediately in connection with these proceedings. 

Five, Messrs. Sanford and Dickie, attorneys of Calgary, are 
now Canadian counsel for both companies, and new American counsel 
has been appointed for both companies. As to each company, a minute 
of the board of directors will support these changes. 

Accordingly, I move at this time that the hearings be adjourned 
until ten o'clock tomorrow morning, at which time it is expected a 
schedule will be ready for the appearances of the officials of the com- 
panies, 

I have concluded my motion. In other words, I move we adjourn 
until ten o'clock tomorrow morning, by which time it is expected we 
will have a schedule for submission as to the appearance of the company 
officiais. 

Hearing Examiner: Off the record. 

(Discussion off the record. ) 

Hearing Examiner: On the record. 

Mr. Blackstone: May Ion the record make this statement? As 
I understand it, there is now a motion to adjourn the proceedings until 
ten a.m. tomorrow, which is agreeable to the 

[2753] 
Division of Corporation Finance, providing my understanding is correct 
in light of the statement read by Mr. Condon there is to be no further 
oil testimony to be adduced in these proceedings by the respondents. Is 
that correct, Mr. Condon? 

Mr. Condon: That is correct. 

Mr. Blackstone: Your statement was, there will be filed with 
the Commission in due course revised reports which will reflect the 
oil estimates as given by Mr. White? 

Mr. Condon: That is correct. 

Mr. Blackstone: For that reason there will be no further need 
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for oil testimony in this proceeding? | 

Mr. Condon: That is correct. ! 

Mr. Blackstone: With that understanding, that there is no 
necessity to continue with examination of Mr. Stroud or the presentation 
of further oil testimony, it would seem to me the motion is quite in 
order, Your Honor. : 

Hearing Examiner: All right. 

* * * * 

[2756] ! 
JOHN HAROLD VOGAN * * * 
DIRECT EXAMINATION 
By Mr. Blackstone: 
* cd 5 ak 
[2771] | 

Q. Do you know anything at all about the Torny Financial Cor- 
poration, or have you heard anything about that company? A. I know 
of its existence. It has an office in the same building as we are, 

Q. What room number is that? Is it on the same floor? A. It 
is on the same floor as we are, I believe it is 307. Iam not sure. 

Q. And your suite is-- A. 305. ! 

Q. It is right next door, then, is that it? A. AsI say, it would 
be 306, I would imagine, in between there. There is a door in between. 

Q. There is an office in between Great Sweet Grass’ office and 
Torny? A. We are around the corner, and they are around the corner, 
let's put it that way. : 

Q. Is there any office in between? A. Yes, there 1 an office 


in between. 


Q.. Whose Office is that? 
[2772] 
A. I believe it is Ontario Cobalt. : 
Q. What do you know about Ontario Cobalt? A, Nothing, sir. 
Q. Do you know anything of the officers, directors, or employees 
of that company? A. No, sir. 
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Q. They are right next door. You must see people that use 
that office, don't you? A. We have no connection with Ontario Cobalt. 
There is no reason for me to know them. 

ae x * cd 

[2774] 

Q. Do you know Mr. Morris Black? A. I know Mr. Morris 
Black. 

Q. Haven't you ever seen him go into the Torny Financial 
suite, or the office in room 307? A. Yes, sir. 

Q. You do not know what his connection with Torny is? A. No, 
sir. 

Q. You never have had any conversations with him about that? 
A. Yes, sir. 

Q. What were they? A. I asked him if he had any connection 
with Torny. I asked Ciglen if he had any connection with Torny. They 
both said no. 

Q. When did you ask them in? A. I can't recall the date, sir. 

Q. Well, to the best of your memory, was it after the proceed- 
ings began, would it be after October 19, 1956? A. I believe it was 
after the proceedings began. 

Q. But you have seen Mr. Black go into that suite of offices 
from time totime? A. Yes. 

* * 1% ad 

[2789] 

Q. Do you have any recollection as to when Pitt Petroleums, 
Ltd., was formed? A. No, sir. 

Q. You don't know how long it had been in existence prior to the 
transaction with Great Sweet Grass? A. No, sir. 

Q. Do you know Mr. J. S. Stark, who was a director of 

|2789-A] 
Pitt Petroleums, Ltd.? A. I have met the gentleman. 
Q. Where does he reside? A. I believe in Edmonton. 
Q. What were the circumstances under which you met him? 





uve [2789-C] 
A. Much similar to Mr. Brandt's. | 

Q. To get additional information, or to clarify certain docu- 
ments, is that it? A. Yes, sir. 

Q. Did you ever discuss with either Mr. Brandt or Mr. Stark 
the disposition of the shares of Great Sweet Grass which were trans- 
ferred to Pitt in exchange for Pitt's properties? A. No, sir. 

Q. Do you have any information or understanding as to what 
happened to the shares that were issued to Pitt Petroleums, Lt, ? 

A. No, sir. 

Q. With reference to the acquisition of the assets of: the Deposi- 
tors Mutual Oil Development Corporation, an Oklahoma Corporation, 
did you have anything to do with the arrangement by which Great Sweet 
Grass acquired those properties? A. No, sir. | 

Q. Did you have any conversations or dealings at any time with 
Mr. Robert M. Jordan? 

[2789-B] 
A. No, sir. 


Have you ever met him? A. I have met him, yes. 
Under what circumstances? A. Socially. 3 
Where? A. In my house. | 
When? A. In the springtime, sir, I would say. 
Of 1956? A. Of 1956. | 


Did yeu have any discussions with him about the disposition 
of the shares issued to Depositors Mutual Oil Development Corporation 
for the assets of that company? A. No, sir. 

Q. Do you have any information whatsoever as to the disposition 
of such shares? A. No, sir. | 

Q. Have you ever met Mr. Charles Berman? A. No, sir. 

Q. Have you ever heard of him? A. No, sir. | 

Q. Have you read the record in this proceeding to any extent 
atall? A. Not to any extent. I have read Mr. Chalu's testimony, 

[2789-C] 

which I was interested in, that is all. 
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Q. Is that the only testimony? A. And snatches of Mr. Tell 
White's testimony. 

Q. Any other witnesses? A. No, sir. 

Q. I should like to give you a list of vendors who sold Great 
Sweet Grass shares through a company known as G, F. Rothschild and 
Company, Inc., in New York, a broker dealer, and a list of vendors 
selling through Cornelis de Vroedt Company in New York, and vendors 
selling through Murray Securities. 

I ask you to examine this list with some care and attention, and 
go down the list of names, and where a name appears familiar to you, 
will you identify that person and tell us what you know about him briefly? 

These are, as far as Iam aware, primarily residents of Toronto 
or other cities in Canada. A. Stark, we dealt with him. 

Q. Mr. Stark? A. Mr. Stark, I see here. 

Q. The one that has been identified as a director of Pitt Petro- 
leums. A. Mr. Brandt, I see, is listed here. 

Q. Apart from those two names, there are no names on those 
lists that you are familiar with at all, that strikes 


[2789-D] 
abell? A. No, sir. 
* * * 3 
[2789-T] 


Q. In this list of persons that I showed you, marked for identi- 
fication exhibit No. 175, there is a company, International Lithium 
Mining Corporation, Ltd. 

Does that company, do you know, have an office in your building? 
A. I don't know, sir. 

Q. You have never heard of that? A. I have heard of the name. 
As I say, I probably was wrong in slipping that up. I saw that name. 

I had seen it in stock quotations. But as I say, you asked me if I had 
any knowledge, and I have no knowledge. 

Q. And the man's name that appears in parentheses of after in- 
ternational Lithium Mining, G. D. Patterson, you are not acquainted 
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with him? 
|2789-J | 
A. No, sir. 

Q. How about Bankeno Mines? A. That is similar to the Inter- 
national Lithium. I have seen their name in the stock quotations, I 
know nothing about the concern. | 

Q. Do you recall from the list of stockholders that the company 
does have in its possession, the name Eurobrasil Trust, as a stock- 
holder? A. That doesn't register with me, sir. : 

Q. Do you recall from the list that the company —_ of stock- 
holders, any foreign trust as being an owner of shares of Great Sweet 
Grass? A. No, sir, I don't. I might explain the reason why I don't. 

Q. Yes. A. The list as I say is voluminous, it contains 18, 000 
names, or so, : 

My duties are so onerous, I say to the firm, "You check this 
with the Registrar and let me know." It is very seldom that I refer to 
the Register myself. 

Q. What about Gatwin Explorations, Ltd. ? 


Have you ever heard of that company? A. No, sir. 


Q. Have you ever heard of Mr. Conrad Gerstel? A. No, sir. 
* * * * ! 


[2812] | 

By Mr. Blackstone: | 

Q. Do you know if Great Sweet Grass at this time owns the 
69,000 shares of stock in Kroy Oils that it purchased earlier in 1956, 
the date at the moment escapes me? A. No, we don't. : 

Q. Do you know when those were sold? A. I can't — the 
particular date. , 

Q. Will the records-- A. The records should show that. 

Q, Can those records be made available tous? A. Yes. 
Mr. Condon: Off the record, please. | 
(Discussion off the record. ) 


Hearing Examiner: On the record. 
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Mr. Cushwa: Your ledger? 

The Witness: The ledger journal. 

By Mr. Blackstone: 

Q. Who handles that transaction? Who would know about the 
details of selling those shares, Mr. Vogan? A. I guess I would know 
more than most of the directors, in connection with the details of the 
selling of those shares. 


[2813] 
Q. Can you approximate the date, in what month, or approxi- 
mately what month do you recall those shares were sold? A. I believe 


it was in September, I am not too sure. 

Q. To whom were they sold? A. They were sold to Torny. 

Q. Did you arrange the transaction yourself? Did you partici- 
pate in that? A. Yes, sir. 

Q. Who did you deal with in Torny? A. I dealt with Mr. Zel- 
din. 

Q. Mr. Zeldin? A. Yes. 

Q. Who is Mr. Zeldin? Would you describe what he does and 
who he is? A. I couldn't. What his title is, I don't know. 

Q. He is connected with Torny, I take it? A. For all intents 
and purposes, he is connected with Torny. 

Q. What was the price received for those shares? A. $2.05, 
I believe. 

Q. $2.05 per share? A. Yes. 

* * * 

[2825] 
JOHN THORNBURN SYMONS * * * 
DIRECT EXAMINATION 
By Mr. Biackstone: 
* aK a 
[2836] 

Q. Well, who are the people that are connected with Torny 

Financial Corporation so far as you know? A. I don't know. 








ne [2840] 

Q@. Do you know Mr.-- A. I know the president, Louis Pancer, 
and he is an engineer, and I have known the various icine am that the 
company had, 

Q. How long had Mr. Pancer been president of Torng, if you 
know? A. I would say from memory at least four or five years. 

Q. Mr. Pancer is a mining engineer? A. Yes, sir. 

Q. He has an office in Mr. Ciglen's offices in the ae at 
100 Adelaide Street, West? A. That is right. : 

Q. Do you know if there is any personal relationship between 
Mr. Pancer and Mr. Ciglen? A. Iam practically certain there is no 
personal relationship. 

Q. By marriage or what? A. Mr. Pancer isa bachelor, I 
know he is not a cousin or nephew or anything of that sort. ! 

* He * * 

[2838] 

Q. Do you know any other personnel which have been with 
Torny Financial Corporation from 1953, on? A. No. 

Q. Do you know if Mr. Morris Black has a connection with the 
Torny Financial Corporation? A. No, I don't know. 

Q. Do you know what connection Mr. Ciglen has with 

[2839] ! 
Torny Financial? A. No. I believe he is solicitor. Iam only guess- 
ing there, I don't know what connection he has. 

Q. Could you give us some indication of the kind of business, the 
kind of securities business that Torny engaged in? Is it the traditional 
type of underwriting where they would take shares down from a company 
and then distribute them? A. Yes, and very often for a firm under- 
writing of a block they would have options to take further shares, at 


certain specific prices and times. 
* * * ae 





[2840] 
Q. Do you know how they make distribution of stock that they 
take down? A. They sell it on the Exchange, or sell it to other brokers. 
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Q. Do you know if that company is specializing in mining and 
oil company securities? A. The only times I have had any transaction 
with it have been in connection with the, either oil or mining companies. 

a * * * 

[2850] 

Q. Do you know the Albontec Development Company, Ltd. ? 
A. Yes, I have heard that name. 

Q. Who is connected with the company? A. A fellow by the 
name of Gary Ciglen keeps the books. That is all I know about it. I 
believe they are an underwriting office. 

Q. You say a Gary Ciglen? A. Yes, Garry. 

Q. G-a-r-y? A. Perhaps it is Gary. 

Q. Ciglen? A. Yes. 

[2851] 

Q. Is he related to Samuel Ciglen, do you know? A. Heisa 
nephew or something of that sort--a nephew, I think. 

Q. Is that company located in the 100 Adelaide Street Building? 
A. I don't know whether it has any office. It must have a head office 
somewhere, but I don't know for sure where it is. 

Q. Your understanding is it-- A. Gary Ciglen doesn't work in 
its office. He just keeps the books in his spare time. 

Q. Where is his office? A. He works for a chartered account- 
ant. 

Q. What firm is that? A. Fisher Gordon and Company. 

Q. That is the chartered accountants for Great Sweet Grass? 
A. Yes, that is right. 

Q. Is he a partner in thatfirm? A. No, he is just a recent 
employee. He came in about five months ago. He just graduated and 
got his C.A. last February. 

Q. You have heard of the Albontec Company as an underwriting 
company perhaps similar to Torny Financial? A. Yes. 

[2852] 
Q. The same type of underwriting operations? A. Yes. 
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Q. Is that understood by you? A. That is right, that is my 
understanding. 

Q. Do you know an attorney in Toronto named James P, Arnott? 
A. Yes, Ido. | 

Q. Do you know if he has any connection with Mr. Ciglen? 

A. I don't think he has any connection with him at all. He is an inde- 
pendent practitioner, in the same building. : 

Q. Do you know what floor he is on? A. Yes, the 14th floor. 

Q. Mr. Ciglen's office is on the 13th floor, is that right? 

A. Yes, that is correct. 

Q. Have you ever had occasion to work on matters for Mr. Ar- 
nott? A. Yes, I have. | 

Q. And in those matters has Mr. Ciglen also been inivolved, do 
you know? A. In one case, yes, in the other case, no. : 

Q. In which case was it, can you recall the name of the com- 
pany involved? A. Yes, it was quite a few years ago in the sale of 
some properties, a company called Alberta Oil Leaseholds, ‘to a newly 

[2853] | 
incorporated oil company whose name slips my mind at the aa 
I never had anything to do with it. 

Q. In that case, was Mr. Arnott representing one side of the 
transaction and Mr. Ciglen the other, or were they both-- A. Yes, that 
is right. 

Q. They were not both on the same side of the transaction? 

A. They were on opposite sides. . i 

* * * * | 

[2877] 

Q. Did you ever hear Mr. Jordan in fact received approximately 
two million dollars in cash for these properties of Depositors that were 
transmitted or conveyed to Great Sweet Grass? A. No. : 

@. You had no discussions with Mr. Ciglen about that, or with 
Mr. Black? A. All he got from the company was share consideration. 


There was no cash anywhere in the transaction. 
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[2877] 
Hearing Examiner: Did I understand you to say that the direc- 
tion to the transfer agent was simply to issue the stock to Depositors 
Mutual to the company, or to the stockholders? 
The Witness: To the company. 
Hearing Examiner: Not to the stockholders? 
The Witness: No. 
Hearing Examiner: Not to any individuals? 
The Witness: No. 
By Mr. Blackstone: 
Q. Did you know that a sizeable amount of those shares issued 
to Depositors Mutual were held in Mr. Ciglen's trust account with the 
J. P. Cannon Brokerage House? A. No. 
| 2878] 
Q. Were being held by Mr. Ciglen in trust? A. No. 
Q. You never heard that? A. I can't recall J. P. Cannon hav- 
ing anything to do'with it. My recollection is quite distinctly that they 
are issued to the Depositors Mutual, to the company. You mean to tell 
me-- 
Q. We have introduced Mr. Jordan's testimony, which was to 
the effect his understanding and arrangement with Mr. Ciglen was that 
Mr. Ciglen would hold 1, 690,000 shares of the stock in a trust account. 
I wondered if you knew about that understanding or arrangement? 
A. No, I didn't know. 
Q. Have you ever--pardon me. A. Iam trying to worry as to 
whether my recollection could be wrong. You mean the shares were 
issued to a nominee instead of--sometimes that is done. I don't think 
it was done in this particular case. 
Q. Well-- A. I would only be sure if I saw the treasury order 
which I signed, or a copy of it. 
Q. Well, you don't know in fact what happened to the stock after : 
you gave your instruction to the transfer agent and registrar? 
[2879] 


A. No. 
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Q. That is what I was trying to find out, if you had any knowl- 
edge about that, A. No, that is the last I had anything to do with it. 

Q. We will have a copy of the directive you gave, so we will be 
able to see that. A. Yes. I trust it was made out just as if told you it 
was made out. 

Q. Did you ever meet Mr. Charles Berman, an tee at citi- 
zen? A. No, I don't recall anybody by that name. : 

Q. You don't remember the name at all? A. The name Ber- 

man--oh, no, it is another Mr. Berman, it couldn't be the same at all, 
no, I don’t know Mr. Charles Berman, no. 

* x * 

[2901] 
GEORGE ERNEST BUCHANAN * * * 
DIRECT EXAMINATION 

By Mr. Schiller: 

* * * 

[2905] | 

Q. Are these companies in which you are a director, Golden 
Arrow, Viola Mac, Silanco, and Cobalt Consolidated, are you familiar 
with the other directors or officers of those companies? A. Yes, sir. 

Q. Do you know whether Mr. Ciglen is associated with any of 
those companies? A. He is not on the board of any of those companies. 

Q. Do you know whether he acts as an attorney for ; 

[2906] : 
any of those companies? A. It is just possible, yes, : 

Q. In August of 1955, there was a transaction between Great 
Sweet Grass and Torny Financial Corporation, Are you acquainted with 
Torny Financial Corporation? A. I just know there is such a company. 


Q. Do you know who is associated with Torny Financial Cor- 


poration? A. No, I couldn't say. 
OK * x 


[2913] 
Q. Did Mr. Ciglen tell the board what Mr. Jordan v was asking 
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for those properties? A. Two million dollars is what is in my mind. 
* x * * 
[2937] 
CROSS EXAMINATION 
By Mr. Cushwa: 
[2938] 

Q. Mr. Buchanan, I would like to call your attention to a copy 
of the minutes of the meeting of the Board of Directors of Great Sweet 
Grass, held November 28, 1955, which has been introduced as Divi- 
sion's Exhibit No. 178. I call your attention to the fact that in the pre- 
amble that apparently Mr. Ciglen was not present at that meeting, and 
then calling your attention to the part of the minutes that is headed 
"Depositors Mutual Oil Development Company", which commences, 
"The Chairman reported to the meeting that he had learned from our 
solicitor, Mr. Samuel Ciglen, that there might be an opportunity avail- 
able to our company", and then it goes on, "to acquire the Oklahoma 
properties." 

And then going over a few pages, the Chairman stated that the 
President was also conducting an investigation of the holdings. The 
Chairman stated that Mr. Ciglen had informed him that discussions 
had now reached the state of negotiation. It was his opinion that our 
company might have to go to two million shares to acquire the holdings. 

Now, in view of that minute, do you think that perhaps when you 
stated that it was your understanding that Mr. Jordan was asking for 
two million dollars for the properties, that you were confused, and that 
what you had in mind was that it was stated at the meeting that perhaps 
two million shares might have to be offered for the properties? 

And I will further ask you this, before you answer that: 

[2939] 
Do you recall that at lunch today you and Mr. Symons and Mr. Vogan 
and Mr. Cerra and myself ate lunch together, and that I was discussing 
briefly some of the testimony that had gone on ahead in this case, and I 
stated that Mr. Jordan had testified that he received $2 million from the 
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Depositors deal. And there was also some testimony, I think from 
Mr. Jordan, as I stated it, that he had been going around this country 
trying to sell his properties for around $2 million. ! 

Isn't it a fact that that information that I gave you came asa 
surprise to you, that you indicated that you had never heard before that 
Mr. Jordan had been offering his properties for $2 million? A. That 
is right. 

Q. So in view of that fact, don't you think when you testified 
earlier this afternoon, that it was stated at one of these meetings that 
Mr. Jordan was offering his properties for $2 million, that what you 
had in mind was that it was stated at that meeting that the company 
might have to offer as high as 2 million shares for the properties? 

A. That could be, but the amount offered was 1,750,000 shares. 

Q. Yes, but at that meeting it was said that they might have to 
go, Great Sweet Grass might have to go as high as 2 million shares? 
A. Yes. ! 

a cs x * 

[2959] 
[WITNESS CULIN A. CAMPBELL] 

A. Ihave known Mr, Ciglen, I suppose, for 25 years, that 
would probably be guessing a bit, but I started practice in 1934, and he 
was a well known lawyer in those days and has been over the years. 

# * * * 

[2960] 

Q. Mr. Chalu described Mr. Ciglen as being perhaps the lead- 
ing mining promoter in Canada. Would you agree that was his reputa- 
tion? 

A. No, I wouldn't agree to that, because I think iG are a lot 
of promoters that would like to think they were greater than Mr. Ciglen. 
I have never known him as a mining promoter. I have known him as a 
leading counsel and lawyer. | 


* * a * 
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[2961] 
| 2961] 

Q. Do you know what Mr. Ciglen's relationship is to Torny 
Financial? A. No. 

as * oe * 

[2962] 

Q. You are aware that Mr. Ciglen acquired a large block of 
shares early in the history of Great Sweet Grass, aren't you? Or don't 
you know that? A. I don't know that. I have had nothing to do with his 
dealings. It is quite his privilege to buy stock, and not to ask me about 
it. 

Q. Do you know anything about the Eurobrazil Trust? A. No. 

Q. Have you ever heard of that? A. I have never heard of it. 

Q. Have you ever heard of the Peru-Bolivia Trust? A. No. 

Q. Have you ever heard of the Mesch Trust? A. No. 

Q. The Ouga Trust? 

[2963] 


Q. Agro Trust? A. No. 

Q. Do you know a man named Moshi Nasim Laila, who has been 
identified as Iranian origin? A. I don't know of him. I never heard tell 
of the name. 

Q. Do you know of Bankeno Mines? A. No. 

Q. Are you acquainted with a person named Mr. G. D. Pattison? 
A. No. 

Q. Have you ever heard of him? A. Yes, but I never met him. 

Q. What have you heard about him? I mean supposedly what 
business is he in, do you know? A. He is in the financial business. I 
don't know, I have no idea what business he is doing, because I don't 
know him. I have heard tell of him, but I have never met him. { 

Q. When you say financial business, do you mean in the securi- | 


ties business in dealing in stocks and bonds, and that sort of thing? 
A. It could be. I don't even know he does that. Anything I would say 
on that would be merely guessing. That would be unfair to him and it is 








= [2965] 
unfair for you to ask me. ! 

Q. Well, I'm simply interested in knowing if you did know 

[2964] 
about his reputation. A. I told you I didn't know him, 

Q. Prior to the time that Mr. Ciglen became a director of 
Great Sweet Grass in December of 1955, he did act as solicitor for the 
company? A. That is correct. He has been solicitor since ” time 
I was connected with it. 

Q. He did take an active part in giving advice to the ¢ company 
and consulting with the company prior to the time he became | a director ? 
A. I think he does that for any firm he is solicitor for. He acts in the 
same way with this firm as he does with others that he is counsel for. 

Q. You mentioned in response to a question from Mr. Ewell 
that you are acquainted with Morris Black. Would you tell us what you 
know about him insofar as what his business is and the circumstances 
under which he joined the Great Sweet Grass Oils, Limited?’ A. Well, 
Mr. Black has been interested--in my first connection with him I made 
a report on a property he was interested in as prospector and developer 
years ago, a gold property. I don't know anything about his normal 
business dealings, because I had nothing to do with those. He was cer- 
tainly interested in Great Sweet Grass and became an officer about a 
year ago, a little over a year ago--about a year ago, i 

[2965] 
I think. | 
Q. He was described as assistant treasurer sometime during 
1955? A. That is right. 

Q. He became a director at the time Mr. Ciglen became a 
director? A. That is correct. . | 

Q. Do you recall what were the reasons for his being brought 
into the company as assistant secretary-treasurer? A. well, it was 
partly the purpose of having some signing officers around at ian and 
also because he was interested in the company. 

Q. You say interested, did he own stock in the company, or 
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what? A. Yes, I'believe he did, things he was interested in he owned 
stock, 

Hearing Examiner: Is Black a lawyer? 

The Witness: No. 

By Mr. Blackstone: 

Q. His business is the securities business, as far as you know? 
A. That is an unfair question to ask me, because I don't know his busi- 
ness. He used to be a contractor, did some work prospecting. I don't 
know whether he classes himself in the securities business or investor. 

[2966] | 

Q. You never discussed his business with him at all? A. No, 
no. He doesn't ask me for advice on his holdings, so I have no idea 
what they are. 

Q. How active a part did he take at directors meetings of Great 
Sweet Grass which he attended? A. The same as any director. Every 
director that attends a meeting listens to those things that are discussed 
and votes according to his conscience. 

Q. Do you know what Mr. Black's connection is with Torny 
Financial? A. No. 

Q. Do you know Mr. Zeldin who is connected with Torny Finan- 
cial? A. No. Well, as I say, I know who he is, that is all I know. 

* * * * 

[2979] 

Q. Have you ever had any dealings with Mr. Pancer in financing 
or securities transactions? A. No. 

Q. Do you know if he is active in the securities business? 
A. I wouldn't think so, He is a mining engineer. He is managing 


director of some other companies. 
* ae e * 
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[Tr. 24] 
[Tr. 3] 
[ ORAL ARGUMENT OF GEORGE A, BLACKSTONE} 
[March 7, 1957] ! 
* * * * * | * 


[Tr. 12] 

Chairman Armstrong: Is there any evidence in the record that the 

Swiss trust is a front for Black, Ciglen, or Schwebel? 
[Tr. 13] 

Mr. Blackstone: There is definite evidence it was a front for 
Ciglen and Black. | 

Chairman Armstrong: I see. 

Mr. Blackstone: I could detail that for you, but I must just give 
you one indication. It is a little complicated, as practically everything 
in this case is complicated. But it does tie together, and if one goes 
through the record and the exhibits, you can fit the pieces together with 
only a gap here and there which I think reasonable inference would per- 
mit you to bring those gaps. : 

* * x * * * 

[Tr. 14] 

And Torny Financial Corporation has been clearly identified in the 
record as the underwriting house that Ciglen and Black ran, and it was 
their company. The minutes of the meetings of ! 

[Tr. 15] 
i the directors of Sweet Grass show an intimate relationship between Torny 
Financial Corporation and Sweet Grass for several years past, and that 
Torny had acted at least on two occasions as an underwriter of Sweet 
A Grass shares. But I think that chain of events is more than sufficient 
to show that Eurobrazil's account is used to pay an obligation owed by 
Torny in purchasing shares. 


* * * x * : * 


[Tr. 24] 


The fact that Ciglen was not only running Sweet Grass, bat also 
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running Torny, might explain to some extent why the other officers and 
directors didn't interfere. 

Commissioner Sargent: Did the other officers and directors know 
Ciglen was running Torny? 

Mr. Blackstone: Curiously enough, only Mr. Chalu, who is now 
executive vice president of Sweet Grass, and director, testified that 
Ciglen was "Torn", and that Ciglen and Black were in fact "Torny. " 
The other officers and directors indicate in their testimony they had 
no information whatsoever as to who ran Torny, which seems curious 
indeed, since Torny's office was located in Room 307 of the Concourse 
Building in Toronto, and Sweet Grass' office was 305. They were sepa- 
rated only by one office, and through the minutes of the meetings you can 
see they were continually having financial transactions with Torny. 
Torny really acted as banker for Sweet Grass. Every time Sweet 
Grass needed extra working capital or cash they would arrange a loan 
with Torny. 

Yet none of these officers or directors who had been with the com- 
pany for years, except for their present comptroller, Mr. Vogan, who 
joined them only in early 1956, said none of them really knew who was 
running Torny. They did know there was a Mr. Seldon connected with 
Torny. And the ostensible president of Torny is a man named Louis 
Pancer, whose cheap occupation is a mining engineer, and curiously 
enough, his 

[Tr. 25] 
main office is in Ciglen's suite of offices on the 13th floor of the Con- 
course Building. |My impression is it would stretch one's imagination 
to suppose that a full-fledged mining engineer, actively conducting a 
mining engineer business, would also have adequate time and energy 
and knowledge to run an underwriting house such as Torny. It just 
doesn't make sense, to my way of thinking, that Pancer was anything 
other than a nominee, or a nominal president, and taking the testimony 
of Mr. Chalu, who claims to know Ciglen perhaps better than any of 
the other officers and directors, in his flat statement that Ciglen was in 
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fact running Torny, is sufficient for the Commission to reach that con- 
clusion as a matter of fact. : 

Commissioner Orrick: How many of the directors or officers of 
Great Sweet Grass did you get on the record? 

Mr. Blackstone: We had the president, Mr. Colon Campbell, 
testify. Mr. Chalu, executive vice president, testified. Mr, Hext, 
who is the managing director of both Kroy and Sweet Grass testified, 
Mr. Vogan, the present comptroller, testified. 

Mr. Symons, the Secretary of Sweet Grass, testified. ‘And Mr. 
Buchanan, now the treasurer. I may say here, and I want to say it in 
fairness to the respondents, that midway in the presentation of their 
case in defense of the action, they volunteered to bring down the books 


and records of both companies and such of the officers and directors as 


the Commission's 

[Tr. 26] 
Staff would desire to have. Up to that time our subpoena to the com- 
pany to have the books and records produced had produced nothing. But 
midway in the course of the presentation of the defense there was a very 
definite change in attitude on the part of both companies and thereafter 
the Commission's Staff received nothing but cooperation from them, 


| 


* * * x * 
[Tr. 35] 

Well, this shows, then, that we have 645, 000 shares being sold 
shortly after Torny took 500, 000 shares in August, 1955. Now, there 
isn't any indication that any other sizeable block of shares was available 
for these three Canadian sub-underwriters to get shares, except through 
Torny. We have the further evidence that in 1954 Torny had Sa 
200, 000 shares, 

[Tr. 36] | 
and here again it seems to me reasonable for an inference to be drawn 
that these shares, or at least most of them, that were sold by Shuck, 


came indirectly at least from Torny. 
* xe Sd 





194 


[Tr. 38] 
[Tr. 38] 

Now, Ciglen, in fact, acted as underwriter. In other words, he 
put up this cash of $1, 930,000. He bought the 1, 750, 000 shares that 
Sweet Grass ostensibly was issuing for the properties. Having put 
up the money, then, of course, he was going to get reimbursed by sell- 
ing these shares through the boiler rooms in this country, and not only 
recoup the price it 

[Tr. 39] 
cost him for the properties, $1, 930,000 in cash, but he hoped to make 
an underwriting profit on it. I might say his hopes were well realized, 
because when you finish -- 

Commissioner Patterson: Let me ask a question: You say Great 
Sweet Grass issued the stock to Ciglen, the stock was not issued to 
the stockholders of Depositors, is that what you said? 

Mr. Blackstone: The records of the company -- on the face they 
look all right. The direction was to issue the shares to Depositors. 

* * * * * 

[Tr. 44] 

Commissioner Sargent: Is that available from Frumberg ? 

Mr. Blackstone: No, I don't think so. 

Commissioner Sargent: Is there any record that he could have 
looked at which would have made him come toa different conclusion 
that he did when he wrote his letter ? 

Mr. Blackstone: I don't think there was any record that existed at 
that time, solely in the mind of Ciglen and Black, who I believe partici- 
pated actively in arranging this particular transaction. The testimony 
points that way. All that one could say could have been done was to 
have asked some pointed questions, which questions, as I understand, 
or remember the testimony, weren't asked. 

Of course, it is anyone's guess as to whether if they had been 
asked, whether correct answers had been given. So you are left ina 
kind of area of having speculated on what might have been found out 
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from inquiry. | 

* * * * | oe 

[Tr. 47] 

Then the evidence shows there were an additional 121, 695 shares 
sold in July ostensibly by one of these foreign trusts, I believe it was 
called Agro Trust in this case, by the Murray house, which, I think it 
would only be fair to infer came from the Depositors’ source, although 
the letter, the vendor letter, claimed that these shares were acquired 
on the open market. These shares were sold for a total of $390, 000. 

If you add those into the other 1, 569, 000 shares, and treat them all as 
coming from the Depositors underwriting, which seems to me only fair 
to infer, and if you deduct the cost to Ciglen of getting the properties, 

of really buying the shares, let's say, of $1, 930,000, you find a profit 
that he and his co-conspirator made of about 


[Tr. 48, | 

five million dollars on this transaction. | 
* * * * — 

[Tr. 49] | 
* * * * x 


We were unable-to get any of the officers or directors of Pitt to testify. 
They all were in Canada. So we don't have in the record the actual 
negotiations or understandings leading up to the illegal distribution. 
But I think one can infer the same kind of arrangement was made. 

* * ae * | * 

[Tr. 51] 

Commissioner Orrick: How much can you trace to people like 
Black and the other directors and officers ? | 

Mr. Blackstone: None. There is no evidence showing any amount 
that Black, himself, got. We have, of course, the evidence that Black 
was managing director of Torny and sharing responsibilities with Cig- 
len for running Torny, and presumably Torny made some of those pro- 
fits on the original transaction through Black. The proceeds that 
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[Tr. 51] 
actually went to those three subunderwriters total over $2 million. 

Now, how much of that -- really how much of the profit in the 
transaction went to Torny we have no way of knowing. 

Commissioner Orrick: Well, it would appear from the figures 
you have given and the inferences you suggest might be made, Ciglen 
got the lion's share of this $5 million, is that right ? 

Mr. Blackstone: The 5 million profit was simply limited to the 
Depositors transaction. AsI say, of that, the checks that are endorsed 
over to Ciglen, were only $360,000. So it would have to be an inference 
Ciglen undoubtedly made part of the profit. 

aK * * 

[Tr. 69] 

However, if the Commission from the record felt that the company 
was -~- that either company was not going to abide by our regulations and 
by the Act, it would be rather futile to try to accommodate the interests 


of the stockholders by leaving the stock registered on an Exchange. 

It seems to me that there was a change in the attitude on the part 
of both companies midway in the course of their defense to the action. 
They did finally make available their . 

[Tr. 70] 
books and records. They did bring down voluntarily the officers and 


directors who are presently associated with the company. I cannot my- 
self agree with the claim made by the companies that they are now under 
new management, They are not under new management, they have the 
same officers and directors they always had, except for the addition of 
one American to the board of directors. 

But that American is an employee of Sweet Grass and Kroy in 
Oklahoma. He has had no business experience whatsoever. He has 
come up in the rough and ready way that cone gets ahead in the oil in- 
dustry, and is something of a field superintendent at the present time. 
He has never been on the board of directors of the company before, 
and he is hardly to be considered to be independent of the other 
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| [Tr. 71] 


members of the board of directors, considering his nature of employ- 
ment. They have, however, appointed him as assistant secretary, to 
produce copies and records thereof. 

Commissioner Sargent: Who is that? 

Mr. Blackstone: A man named Brandenberg, in Oklahoma City. 
Both companies have passed resolutions directing that their officers 
and directors shall respond to process in the United States, just as if 


they were present here in connection with any Commission proceeding 
or investigation. The companies either have or are taking steps to 


amend their quorum requirements, 
[Tr. 71] 

Here I think is an important point. When this case began the 
quorum requirements for Sweet Grass for a stockholders’ meeting were 
five stockholders in person, with no requirement of any number of shares 
being present. The requirement in Kroy was a little more severe, I think 
it had to have two people present, with five per cent of the stock. 

Now, each company is taking steps to amend the quorum require- 
ment so that 15 per cent of the outstanding stock shall be needed fora 
quorum, and they have agreed in their resolutions, of directors' minutes-- 
meetings--to solicit proxies of all American stockholders, pursuant to 
Commission proxy rules. Heretofore the companies have found it un- 
necessary to solicit proxies, to have a quorum, and to carry on business. 

With this change in attitude on the part of the company, and what 
appears to be a good faith attempt to make it easy for the Commission 
to foliow through on these companies and to protect the American public 
and the stockholders, in accordance with the requirements of the 1934 
Act, it would seemto me that the Commission might well consider a 
suspension order in this case rather than an order of withdrawal. 

I would recommend that the suspension order, if that is the route 
the Commission would choose to adopt, should be for 12 months, but 
subject to the right to either company to apply at any time for an earlier 
termination of that order upon 
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[Tr. 72] 
a showing that certain things had been done: One, that they have filed 
corrected reports on Forms 8-K and 10-K, reflecting the transactions 
that we have questioned here, and make them consistent with the facts 
as found -- as may be found by the Commission inits decision; that 
there should be a showing as a part of that application that a stock- 
holders meeting has been held, and that proxy solicitation has been 
made under our proxy rules. And that each stockholder has been fur- 
nished a copy of the decision of the Commission in this case, so that 
each stockholder will have available to him the facts as developed in 
this record. 

I should mention one matter. The Sweet Grass Company filed an 
application early in the proceeding to withdraw all but the last amend- 
ment to its Form 8-K report on the Depositors transaction, and all but 
the last amendment of its Form 10-K reports for 1955. 

In my opinion, that would leave on file the last amendment of 8-K, 
and 10-K, both of which are woefully defective in light of what the facts 
have shown. It would seem to me to be appropriate in a case of this 
kind for the Commission on its own motion to order that all of these 
reports which have been -- the record shows, were false and mis- 
leading--be ordered withdrawn from the public file, but be placed, 
of course, in our traditional file which is available for inspection by the 
public, but which is labelled "Withdrawn 

[Tr. 73] 


File, ' so that there could not be an opportunity for people examining 


our current file to be misled that the information in these reports is 
accurate and has gone unchallenged. 

I would think, also, that when the Commission reaches an order 
and decision in this case, and assuming the facts are found substantially 
as outlined today, that it would be appropriate to consider having an 
additional ten-day suspension period under Section 19(a)(4) for the pur- 
pose of precluding the people acting hysterically or without adequate 
information immediately after the order comes down. 





sa ‘[Tr. 32] 


It seems to me that until there is a little cooling-off period after 
the decision and facts are established for the public generally to become 
aware of what has been found here, that it would be not in the interest 
of the public to permit an over-the-counter market to spring up the 
very day that the decision comes down. I offer that simply as a sug- 


gestion and something for the consideration of the Commission. 
* * & * ee, 


[ORAL ARGUMENT OF MR, BLACKSTONE ] 
[April 5, 1957] 
[Tr. 32] 1 

* * * * 1 & 

And I do not believe I have ever made a statement that we could 
say from the record that Cigién himself profited in a certain amount. 

It is certainly a fair inference and I believe the only reasonable 
inference is that the man that the record shows engineered the entire 
transaction -- it would be fair to assume that he made something out of 
the profits that were available from the transaction. But it does not 
seem to me of great significance in this proceeding to ascertain exactly 
what that profit or fee or whatever it was Ciglin may have gotten out 


of it was. 
* * * * a: 
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COMMISSION'S EXHIBIT NO. 51 
& Co. showing transactions in Great Sweet 


Grass for Torny Financial Corporation] 


[Ledger Sheet of Hoppin Bros. 
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COMMISSION'S EXHIBIT NO. 53 
[Form re: opening account for Torny Financial : 
Corporation dated May 16, 1956 by Thomson and | 
McKinnon, received in evidence 11/27/56] : 


: Form 2 
Cash Transactions 


I, S. J. ZELDIN, Secretary Treasurer of Torny Financial Corpo- 
ration Limited a corporation organized under the laws of the Province 
of Ontario, having its principal office and place of business at No. 
100 Adelaide Street, West, Toronto, Ontario DO HEREBY CERTIFY 
that at a meeting of the board of directors of said corporation duly held 
at Toronto on the 14th day of May, 1956, a quorum being present, the 
following resolutions were duly adopted; that said resolutions have not 
been amended, annulled or revoked and are in no way in conflict with 
any of the provisions of the charter or by-laws of said corporation: 
"RESOLVED, that the President, Secretary-Treasurer and 
General Manager of this corporation, or any of them, be and 
hereby is authorized to open/continue to carry an account for and 
on behalf of this corporation and in its name, with the firm of 
Thomson & McKinnon, brokers, maintaining offices at No. 11 
Wall Street, New York City, and from time to time to trade for 
the account and risk of this corporation in any and all securities, 
‘ commodities and contracts for the purchase or sale of commodi- 
ties and to enter into transactions of whatsoever character, through 
and with said firm of Thomson & McKinnon, as said firm is now 
constituted or may be hereafter constituted, the authority hereby 
granted to the President, Secretary-Treasurer and General Mana- 
| ger of this corporation, or any/either of them, including the power 
| to do any and/or all of the following for and on behalf of this corpo- 
ration and in its name: 3 
(a) To buy, sell, exchange and otherwise deal in any and 
all securities, commodities and contracts for the purchase or sale 
of commodities; : 
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COMMISSION'S EXHIBIT NO. 53 
[Form re: opening account for Torny Financial 
Corporation dated May 16, 1956 by Thomson and 
McKinnon, received in evidence 11/27/56] 


Form 2 
Cash Transactions 


I, S. J. ZELDIN, Secretary Treasurer of Torny Financial Corpo- 
ration Limited a corporation organized under the laws of the Province 
of Ontario, having its principal office and place of business at No. 
100 Adelaide Street, West, Toronto, Ontario DO HEREBY CERTIFY 
that at a meeting of the board of directors of said corporation duly held 
at Toronto on the 14th day of May, 1956, a quorum being present, the 
following resolutions were duly adopted; that said resolutions have not 
been amended, annulled or revoked and are in no way in conflict with 
any of the provisions of the charter or by-laws of said corporation: 
"RESOLVED, that the President, Secretary-Treasurer and 
General Manager of this corporation, or any of them, be and 
hereby is authorized to open/continue to carry an account for and 
on behalf of this corporation and in its name, with the firm of 
Thomson & McKinnon, brokers, maintaining offices at No. 11 
Wall Street, New York City, and from time to time to trade for 
the account and risk of this corporation in any and all securities, 
commodities and contracts for the purchase or sale of commodi- 
ties and to enter into transactions of whatsoever character, through 
and with said firm of Thomson & McKinnon, as said firm is now 
constituted or may be hereafter constituted, the authority hereby 
granted to the President, Secretary-Treasurer and General Mana- 
ger of this corporation, or any/either of them, including the power 
to do any and/or all of the following for and on behalf of this corpo- 
ration and in its name: 
(a) To buy, sell, exchange and otherwise deal in any and 
all securities, commodities and contracts for the purchase or sale 
of commodities; 





an [3478] 
President, Secretary-Treasurer and General Manager of this 
corporation, or any/either of them, through or with said firm 
of Thomson & McKinnon, be and the same hereby are ratified; 
and it was further ! 

RESOLVED, that the President, Secretary-Treasurer 
and General Manager of this corporation, or any/either of them, 
be and hereby is/are authorized to execute and deliver in this 
corporation's name and on its behalf an agreement with said firm 
of Thomson & McKinnon, in the form comprised in said firm's 
printed form of customer's card; and it was further : 

[ 3478] 

RESOLVED, that the Secretary of this corporation be and 
hereby is directed to make under the seal of this corporation and 
deliver to said firm of Thomson & McKinnon, a certified copy of 
the foregoing resolutions, together with a certificate setting forth 
the names and certifying to the signatures of the President, 
Secretary-Treasurer and General Manager of this corporation, 
and from time to time to make and deliver other such certificates 
in case of any changes in said officers; and it was further 

RESOLVED, that said firm of Thomson & McKinnon is 
authorized to act upon the authority of these resolutions, until 
receipt by said firm of a certificate showing the rescission or 
modification thereof signed by the Secretary of this corporation 
and under its seal, and that said firm is also authorized to recog- 
nize and deal with the President, Secretary-Treasurer and Gen- 
eral Manager of this corporation whose names shall be set forth 
in this certificate, or in any such other certificate, until receipt 
by said firm of a further certificate setting forth the eile of 
another person or persons as such officers. " 


I FURTHER CERTIFY that the President of this corporation is 
Mr. Louis Pancer; that the Secretary-Treasurer of this corporation is 
Mr. S. J. Zeldin; that the General Manager of this corporation is 
Mr. Morris Black; | 





[3477] ane 


(b) To exercise, sell or otherwise dispose of and do with 
rights and other privileges of whatsoever character, with respect 
to securities; 

(c) To transfer to and/or deposit with said firm any and 
all securities, commodities, contracts for the purchase or sale 
of commodities, money, cash, checks and other negotiable in- 
struments, in any amount; 

(a) To transfer from and/or withdraw from said firm any 
and all securities commodities, contracts for the purchase or sale 
of commodities, money, cash, checks and other negotiable in- 
struments in any amount, including transfers and/or withdrawals 
to or for the individual use or account of the officer directing the 
same or for any other person; 

(e) To settle, compromise, adjust, release and give ac- 
quittance with respect to any and all claims, demands, disputes 
or controversies; 

(f) To receive notices, and other communications of what- 
soever character; 

(g) To receive and acquiesce in the correctness of any and 
all notices of transactions, statements of account and other rec- 
ords and documents; 

(h) To execute, acknowledge and deliver any and all agree- 
ments, assignments, receipts, acquittances, releases and other 
instruments or documents necessary or desirable for exercising 
the powers hereby granted or any of them; 

and it was further 

RESOLVED, that the foregoing enumeration of certain spe- 
cific powers is not intended to have the effect of excluding, limit- 
ing or otherwise affecting any power or powers which the President, 
Secretary-Treasurer and General Manager of this Corporation, 
or any/either of them, might otherwise have; and it was further 

RESOLVED, that any and all past transactions of any kind 
herein authorized, which may have been heretofore had by the 
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President, Secretary-Treasurer and General Manager of this 
corporation, or any/either of them, through or with said firm 
of Thomson & McKinnon, be and the same hereby are ratified; 
and it was further | 

RESOLVED, that the President, Secretary-Treasurer 
and General Manager of this corporation, or any /either of them, 
be and hereby is/are authorized to execute and deliver in this 
corporation's name and on its behalf an agreement with said firm 
of Thomson & McKinnon, in the form comprised in said firm's 
printed form of customer's card; and it was further | 

[ 3478] 

RESOLVED, that the Secretary of this corporation be and 
hereby is directed to make under the seal of this corporation and 
deliver to said firm of Thomson & McKinnon, a certified copy of 
the foregoing resolutions, together with a certificate setting forth 
the names and certifying to the signatures of the President, 
Secretary-Treasurer and General Manager of this corporation, 
and from time to time to make and deliver other such certificates 
in case of any changes in said officers; and it was further 

RESOLVED, that said firm of Thomson & McKinnon is 
authorized to act upon the authority of these resolutions, until 
receipt by said firm of a certificate showing the rescission or 
modification thereof signed by the Secretary of this corporation 
and under its seal, and that said firm is also authorized to recog- 
nize and deal with the President, Secretary-Treasurer and Gen- 
eral Manager of this corporation whose names shall be set forth 
in this certificate, or in any such other certificate, until receipt 
by said firm of a further certificate setting forth the names of 
another person or persons as such officers. " 


1 FURTHER CERTIFY that the President of this “sm is 
Mr. Louis Pancer; that the Secretary-Treasurer of this corporation is 
Mr. S. J. Zeldin; that the General Manager of this corporation is 
Mr. Morris Black; | 
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COMMISSION'S EXHIBIT NO. 53 
[Form re: opening account for Torny Financial 
Corporation dated May 16, 1956 by Thomson and 
McKinnon, received in evidence 11/27/56] 


Form 2 
Cash Transactions 


I, S. J. ZELDIN, Secretary Treasurer of Torny Financial Corpo- 
ration Limited a corporation organized under the laws of the Province 
of Ontario, having its principal office and place of business at No. 
100 Adelaide Street, West, Toronto, Ontario DO HEREBY CERTIFY 
that at a meeting of the board of directors of said corporation duly held 
at Toronto on the 14th day of May, 1956, a quorum being present, the 
following resolutions were duly adopted; that said resolutions have not 
been amended, annulled or revoked and are in no way in conflict with 
any of the provisions of the charter or by-laws of said corporation: 
“RESOLVED, that the President, Secretary-Treasurer and 
General Manager of this corporation, or any of them, be and 
hereby is authorized to open/continue to carry an account for and 
on behalf of this corporation and in its name, with the firm of 
Thomson & McKinnon, brokers, maintaining offices at No. 11 
Wall Street, New York City, and from time to time to trade for 
the account and risk of this corporation in any and all securities, 
commodities and contracts for the purchase or sale of commodi- 
ties and to enter into transactions of whatsoever character, through 
and with said firm of Thomson & McKinnon, as said firm is now 
constituted or may be hereafter constituted, the authority hereby 
granted to the President, Secretary-Treasurer and General Mana- 
ger of this corporation, or any/either of them, including the power 
to do any and/or all of the following for and on behalf of this corpo- 
ration and in its name: 
(a) To buy, sell, exchange and otherwise deal in any and 
all securities, commodities and contracts for the purchase or sale 
of commodities; | 
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(b) To exercise, sell or otherwise dispose of and do with 
rights and other privileges of whatsoever character, with respect 
to securities; 

(c) To transfer to and/or deposit with said firm any and 
all securities, commodities, contracts for the purchase or sale 
of commodities, money, cash, checks and other negotiable in- 
struments, in any amount; 

(d) To transfer from and/or withdraw from said firm any 
and all securities commodities, contracts for the purchase or sale 
of commodities, money, cash, checks and other negotiable in- 
struments in any amount, including transfers and/or withdrawals 
to or for the individual use or account of the officer directing the 
same or for any other person; 

(e) To'settle, compromise, adjust, release and give ac- 
quittance with respect to any and all claims, demands, disputes 
or controversies; 

(f) To receive notices, and other communications of what- 
soever character; 

(g) To receive and acquiesce in the correctness of any and 
all notices of transactions, statements of account and other rec- 
ords and documents; 

(h) To execute, acknowledge and deliver any and all agree- 
ments, assignments, receipts, acquittances, releases and other 
instruments or documents necessary or desirable for exercising 
the powers hereby granted or any of them; 

and it was further 

RESOLVED, that the foregoing enumeration of certain spe- 
cific powers is not intended to have the effect of excluding, limit- 
ing or otherwise affecting any power or powers which the President, 
Secretary-Treasurer and General Manager of this Corporation, 
or any/either of them, might otherwise have; and it was further 

RESOLVED, that any and all past transactions of any kind 
herein authorized, which may have been heretofore had by the 
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President, Secretary-Treasurer and General Manager of this 
corporation, or any/either of them, through or with said firm 
of Thomson & McKinnon, be and the same hereby are aelitted, 
and it was further 

RESOLVED, that the President, secretary Teeabiner 
and General Manager of this corporation, or any /either of them, 
be and hereby is/are authorized to execute and deliver in this 
corporation's name and on its behalf an agreement with said firm 
of Thomson & McKinnon, in the form comprised in said firm's 
printed form of customer's card; and it was further : 

[ 3478] 

RESOLVED, that the Secretary of this corporation be and 
hereby is directed to make under the seal of this corporation and 
deliver to said firm of Thomson & McKinnon, a certified copy of 
the foregoing resolutions, together with a certificate setting forth 
the names and certifying to the signatures of the President, 
Secretary-Treasurer and General Manager of this corporation, 
and from time to time to make and deliver other such certificates 
in case of any changes in said officers; and it was further 

RESOLVED, that said firm of Thomson & McKinnon is 
authorized to act upon the authority of these resolutions, until 
receipt by said firm of a certificate showing the rescission or 
modification thereof signed by the Secretary of this corporation 
and under its seal, and that said firm is also authorized to recog- 
nize and deal with the President, Secretary-Treasurer and Gen- 
eral Manager of this corporation whose names shall be set forth 
in this certificate, or in any such other certificate, until receipt 
by said firm of a further certificate setting forth the names of 
another person or persons as such officers. " . 


I FURTHER CERTIFY that the President of this corporation is 
Mr. Louis Pancer; that the Secretary-Treasurer of this corporation is 
Mr. S. J. Zeldin; that the General Manager of this conporafion is 
Mr. Morris Black; 
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that the followingis a genuine specimen signature of said Louis Pancer 
| /s/ Louis Pancer 
(Signature of President) 
that the following is a genuine specimen signature of said S. J. Zeldin 
/s/ 8. J. Zeldin 
(Signature of Secy-Treasurer) 
that the following is a genuine specimen signature of said Morris Black 
/s/ M. Black 
(Signature of Genl. Manager) 


IN WITNESS WHEREOF I have hereunto subscribed my name and 
affixed the seal of said corporation, this 16th day of May, 1956. 
/s/S. J. Zeldin 
(Secretary of) 


Torny Financial Corporation Limited 
(Fill in name of corporation) 


(Seal of Corporation 
to be fixed here) 


[3478-3500] 


[Commission Exhibit 54 (R. 3478-3500) is a state- 
ment of the account of Torny Financial Corporation with the 
securities firm of Thompson & McKinnon, 11 Wall Street, 
New York, New York. The statement shows the purchase 
by Torny Financial Corporation of slightly over $450, 000 
of Great Sweet Grass stock, principally in April, May 
and August, 1956. ] 


Satie “an tee 2 OR aor 


—_— 


ave [3501-3655] 
[ 3501-3655] | 


[Commission Exhibit 56 (R. 3501-3655) consists: 
of 29 letters which in pertinent part offer securities of 
Great Sweet Grass Oils, Limited, toG. F. Rothschild 
for sale at the "prevailing price existing on the Ameri- 
can Stock Exchange." The letters direct that the stock 
is to be sold for the vendor's account “otherwise than on 
the American Stock Exchange and the Toronto Stock Ex- 
change" and each letter sets a minimum price per share 
which is acceptable to the vendor. The letters provide 
either for a 14% or 15% commission to the broker and : 
advise that the securities were purchased from minority 
stockholders of a corporation which exchanged its assets 
for securities of Great Sweet Grass Oils Limited and 
effected a pro rata distribution of those securities to | 
their stockholders. 


[The parties will have printed one of these letters . © 
which is in pertinent part identical to all other offering 
letters in Exhibit 56. It differs from the other letters 
only in the date, the amount of shares offered, the offeror, 
the corporation from which the shares were acquired, , 
the lowest price acceptable and the commission to be ! 


paid to the broker upon sale. : 
[Exhibit 56 also consists of 23 letters from Stan- 
ley Goldman, Esquire, each of which express the opinion 
that the specific shares offered by a particular offering 
letter are exempt from the registration provisions of : 
the Securities Act of 1933. | 
[The parties will have printed one letter expres- 
sing an opinion that certain shares offered were exempt 
from the registration provisions of the Securities Act | 
of 1933. This letter is in pertinent part identical to all 
other letters from Mr. Goldman to G. F. Rothschild 





206 
[3501-3655] 


included in Exhibit 56. It differs from the other opinion letters 
only in the date, amount of shares, the offeror and the corpo- 
ration from which the offeror acquired the securities. 

[Exhibit 56 also consists of certain addressed envelopes, 
lists of security holders, and miscellaneous material not 
necessary to the disposition of the case. ] 


[3501] 


COMMISSION'S EXHIBIT 56Q-13 
[ Correspondence relating to vendors of Great Sweet 
Grass stock received in evidence 11/27/56] 


94 Denbigh Crescent, 
Downsview, Ontario. 


February 16th, 1956. 


G. F. Rothschild & Co. Inc., 
42 Broadway, 
New York City, U. S. A. 


Attention: Mr. G. F. Rothschild 
Dear Sirs: 

I am delivering to you herewith 15, 000 shares of Great Sweet 
Grass Oils Limited in street form, to be sold by you for my account 
otherwise than on the American Stock Exchange and the Toronto Stock 
Exchange on the following terms and conditions: 

(1) You are to find purchasers and to sell the above shares for 
me as my broker from time to time at your discretion at the prevailing 
market price existing on the American Stock Exchange. 


(2) You are to receive as your commission 15% of such sale price, 
provided, however, that in no event shall I receive less than $3. 80 per 
share unless I otherwise agree in writing. 

(3) It is understood and agreed between us that I shall receive 
payment as outlined above only after you shall have received payment 
for the sale of these shares. Such payment shall be deemed to be re- 
ceived by you wken the cheques of your customers have all been cleared. 
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[ 3502] 
[3502] 

(4) It is further understood and agreed between us that | unless I 
shall have received payment as specified in paragraph (3) above for 
15, 000 shares on or before 30 days from the date hereof, I sball be 
entitled to cancel this arrangement and receive back shares for which 
payment has not been received by you. 

This is to advise you that, in the opinion of my — these 
shares may be freely offered for sale by me through you under exemp- 
tions from the Securities Act, since I acquired them from minority 
stockholders of an Oklahoma corporation which effected the pro rata 
distribution of shares of Great Sweet Grass Oils Limited to its stock- 
holders under a plan approved by all the stockholders whereby the 
Oklahoma corporation had sold all its assets to Great Sweet Grass Oils 
Limited for stock of Great Sweet Grass Oils Limited. Of course, Iam 
not now and never have been an officer, director or controlling person 
of Great Sweet Grass Oils Limited. | 

Yours very truly, 
/s/ David Phillips : 
DAVIS PHILLIPS 

Receipt is acknowledged of 15, 000 shares of Great Sweet Grass 
Oils Limited pursuant to the terms of the above agreement. ! 

G. F. Rothschild & Co. Inc. 
Per: /s/ George F. Rothschild 
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COMMISSION'S EXHIBIT NO. 58-C 
[ Letter dated February 20, 1956 from G. Shacter ad- 
dressed to Murray Securities Corp. ] 


35 Aldburn Road, 
Toronto, Ontario. 


February 20th, 1956. 


Murray Securities Corp. , 
149 Broadway 

New York, N. Y., 

U. S. A. 


Attention: Mr. W. M. Zwang 
Dear Sir: 

I am delivering to you herewith 100, 000 shares of Great Sweet 
Grass Oils Limited in street form, to be sold by you for my account 
otherwise than on the American Stock Exchange and the Toronto Stock 
Exchange on the following terms and conditions: 

(1) You are’ to find purchasers and to sell the above shares for 
me as my broker from time to time at your discretion at the prevailing 
market price existing on the American Stock Exchange. 

(2) You are to receive as your commission 15% of such sale price, 
provided, however, that in no event shall I receive less than $3.90 per 
share unless I otherwise agree in writing. 

(3) It is understood and agreed between us that I shall receive 
payment as outlined above only after you shall have received payment 
for the sale of these shares. Such payment shall be deemed to be re- 
ceived by you when the cheques of your customers have all been cleared. 

[ 3668] 

(4) It is further understood and agreed between us that unless I 
shall have received payment as specified in paragraph (3) above for 
100, 000 shares on or before 30 days from the date hereof, I shall be 
entitled to cancel this arrangement and receive back shares for which 
payment has not been received by you. 

This is to advise you that, in the opinion of my lawyer, these 
shares may be freely offered for sale by me through you under 
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exemptions from the Securities Act, since I acquired them from min- 
ority stockholders of an Oklahoma corporation which effected the pro 
rata distribution of shares of Great Sweet Grass Oils Limited to its 
stockholders under a plan approved by all the stockholders whereby 
the Oklahoma corporation had sold all its assets to Great Sweet Grass 
Oils Limited for stock of Great Sweet Grass Oils Limited. Of course, 
I am not now and never have been an officer, director or controlling 
person of Great Sweet Grass Oils Limited. 

Yours very truly, 
/s/ G. Shacter. 
G. SHACTER. | 
Receipt is acknowledged of 100, 000 shares of Great Sweet Grass 
Oils Limited pursuant to the terms of the above agreement. | 
Murray Securities Corp. | 
Per: /s/ William Zwang 


[3726] . 


COMMISSION'S EXHIBIT NO. 60 
[Two market letters sent out by Murray , 
Securities Corp. ] : 


THE MURRAY NEW YORE LETTER 
on Canadian Markets _. 


issued by ‘Suite 1704 Singer Building 
Murray Securities Corp. 149 Broadway, New York 6, N. ¥. 


Special Recommendation 
Great Sweet Grass Oils Limited 
Annual Report Reflects Year of Achievement 


The management of Great Sweet Grass Oils, Limited can be proud 
of its record of achievements. The company's annual report for 1955 | 
has just been mailed to stockholders. It contains a wealth of detailed 
information pertaining to the company's oil and gas holdings. - and 
activities during the year. 
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Nineteen fifty-five was a year of considerable expansion. It was 
also a year in which the company consolidated its gains to form a founda- 
tion on which to build its future growth. The annual report shows that 


Great Sweet Grass is among the most aggressive, active and fastest 


growing independent oil and gas exploration and development companies 
in the industry. 


During 1955, Great Sweet Grass acquired producing oil wells in 
Manitoba and in Oklahoma which provide the company with an immedi- 
ate cash flow income. . plus proven oil lands that hold promising pro- 
spects for further drilling . . which would greatly enhance the com- 
pany's cash inflow from the resulting increase in oil production. 
TANGIBLE VALUE The General Manager's letter, which is part of 
OF SHARES PLACED the company's annual report, places the net 
AT OVER $5. 00 worth of Great Sweet Grass Oils at $25. 3 million, 
which is equivalent to over $5. 00 a share on the outstanding stock. This 
valuation is substantially above the current price of the company's 
shares on the American and Toronto Stock Exchanges. 

The net worth of $25. 3 million was arrived at by valuating the 
company’s holdings of 234, 418 net acres of oil and gas lands at $16 per 
acre. 


Incidentally, the company has received offers of over $100 an 
acre for certain of these properties. Its proven reserves of 9. 8 million 
barrels of light oil were valued at $1.25 a barrel. . . and proven 
natural gas reserves of 173.3 billion cubic feet at 4-1/2 cents per mcf. 
Since the selling price of oil would average $2. 80 per barrel and gas, 


10 cents per mcf or better, this valuation of oil and gas reserves ap- 
pears ultra-conservative since it represents less than half the indi- 
cated sales value. 

With 120 construction days being allowed for completion of the 
first leg of the great Trans Canada Pipelines, Alberta gas is expected 
to be flowing into Winnipeg for Fall and Winter heating this year... 
which means that Great Sweet Grass Oils will probably be receiving 
income from the sale of gas at 10 cents per mcf (increasing to 15 
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cents in five years) before the end of 1956. : 
DEEP TEST WELL An interesting item in the General Manager's 
COULD ADD $10.00 letter covers the company's decision to drill one 
PER SHARE TO and possibly two, deep test wells to the Bromide 
ASSETS sands which underlie Great Sweet Grass Oils' 
holdings in the Short Junction Newcastle Field in Oklahoma. Mr. David 
Dooley, Petroleum Engineer of Oklahoma City, gives : 

[3727] 
the Bromide sand underlying the company's holdings, a possible 40 
million barrels of oil. . . and 110 billion cubic feet of gas reserves. 
If the test wells are successful in proving these reserves, Great Sweet 
Grass Oils' reserves of oil could be increased to over 50 million barrels 
and its gas reserves to approximately 275 billion cubic feet. : 

The cost of drilling the test wells in the opinion of the manage- 
ment represents an excellent calculated risk. ... success could add up 
to $50 million to the asset worth of the company. . . or to pat it another 
way, the success of the Bromide test could add $10 to the value of Great 
Sweet Grass Oils' common stock. ; 

WE SAID IT BEFORE. . . AND WE SAY IT AGAIN. . . WE 
FIRMLY BELIEVE THE COMMON STOCK OF GREAT SWEET GRASS 
OILS REPRESENTS AN OUTSTANDING SPECULATIVE VALUE IN THE 
FIELD OF EXPLORATION AND DEVELOPMENT OF OIL AND GAS 
PROPERTIES. . . THE COMPANY'S ANNUAL REPORT WHICH RE- 
CORDS 1955'S ACHIEVEMENTS, CONFIRMS OUR BELIEF IN THE 
FUTURE OF THIS COMPANY . . WE THEREFORE, WITHOUT RESER- 
VATION, RECOMMEND THE IMMEDIATE PURCHASE OF GREAT 
SWEET GRASS OILS' SHARES LISTED ON THE AMERICAN STOCK 
EXCHANGE AND TORONTO STOCK EXCHANGE. . CURRENTLY SELL- 
ING AROUND $3.25 A SHARE . . AS A VEHICLE THAT HAS PROMIS- 
ING POTENTIAL FOR EXTRAORDINARY CAPITAL GAINS PROFITS. 





- j 
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AT YOUR REQUEST YOU MAY OBTAIN FROM US GREAT SWEET 
GRASS OILS, LIMITED ANNUAL REPORT WHICH SHOWS THE DE- 
TAILS CONTAINED IN THIS LETTER. 


-— = = a 


The information contained herein has been obzained from statistical and other sources available to us which 
we consider reliable but which is not guaranteed. —_It does not purport to be all of the information which 
may be necessary to reach a decision on the purchase or sale of any security referred to. The Murray 
Securities Corporation and the members thereof may have positions in securities referred to herein. 
Additional information with respect to any security referred to herein will be furnished upon request. 


[ 3728] 
THE MURRAY NEW YORK LETTER 
on Canadian Markets 


issued by Suite 1704 Singer Building 
Murray Securities Corp. 149 Broadway, New York 6, N. Y. 
FLASH As predicted in our recent market letters, major de- 
__ + NEWS velopments are under way with respect to the growth 
REPORT program for GREAT SWEET GRASS OILS LIMITED. 


Initial reports of these developments are starting to leak out. . . 
and, just prior to going to press, we confirmed that GREAT SWEET 
GRASS has been most fortunate in acquiring strategic locational ad- 
vantages in what is regarded to be one of Canada's most prolific 
natural gas areas. 
GREAT SWEET GRASS has acquired a 45% participation in OVER ONE 
HUNDRED AND THIRTY SIX THOUSAND ACRES IN THE PROVOST 
NATURAL GAS AREA OF ALBERTA. 


To give you some idea of the immensity of the natural gas poten- 
tials in this field, we can also tell you that one of the major development 
companies in the area alone, has proven natural gas reserves totaling 
SIX HUNDRED AND FIFTY BILLION CUBIC FEET. 


And it is also a definite certainty that the remarkable Provost field 
WILL BE ONE OF THE FIRST NATURAL GAS AREAS IN WESTERN 
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CANADA TO BE UTILIZED BY THE TRANS CANADA PIPE ee 
DISTRIBUTING SYSTEM. , 

In addition to this timely acquisition, GREAT SWEET GRASS also 
announces the acquisition of important interests in two other Western 
Canadian fields. In Alberta's Bindloss area, another prolific field, the 
company has taken a 45% interest in almost FIFTEEN THOUSAND acres 
while . . . in Saskatchewan. . . a 45% participation has been acquired 
as well in ALMOST TWO HUNDRED THOUSAND ACRES of favorably- 
regarded oil-gas lands. | 

Allthis. . . remember. . . in addition to the other natural gas 
and oil interests currently held by GREAT SWEET GRASS in Canada and 
the United States . . . on which the company's general manager recently 
affixed a current evaluation of APPROXIMATELY FIVE DOLLARS PER 
SHARE. 
This week, just as we predicted, the shares of oe 
SWEET GRASS on both the American Stock Exchange and the 
Toronto Stock Exchange started another phase of its adrgnce 

to higher price levels. 


We interpret this as only the beginning. The saat big 
advance we're looking for is indicated to lie straight ahead. 


And in addition to advancing with other oil-gas stocks : . - in what 
may well prove to be the BIGGEST OIL "BOOM" IN THE HISTORY OF 
CANADIAN STOCKS. . . we look for Great Sweet Grass to spurt quickly 
when the potentials of its Provost gas area acquisitions become discern- 
ible. We repeat: The Provost field shapes up as being THE HOTTEST 
NATURAL GAS AREA IN CANADA. . . one that may well vie with the 
SAN JUAN basin of New Mexico. | 


At midweek . . . Toronto newspapers carried these 
banner headlines on their financial pages: "BOOST WESTERN 
OILS TO NEW MARKET HIGH." In elaborating on this, The 
Toronto Star (Canada's biggest circulation newspaper) stated: 
"WESTERN OILS CHALKED UP A GAIN OF AROUND 2 POINTS 
ON THE INDEX AND ROSE TO AROUND 160. THIS IS 
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THE HIGHEST LEVEL IN HISTORY AND FOLLOWS YESTER- 

DAY'S ADVANCE OF 3 POINTS. MAINLY RESPONSIBLE 

WERE THE STOCKS OF COMPANIES WITH NATURAL GAS 

HOLDINGS. " 

Since our last letter, senior oil stocks and shares of pipeline 
companies in Canada have soared as much as SIX AND SEVEN DOLLARS 
PER SHARE. Equally remarkable gains have been made by the medium- 
priced securities, one prime example being BAILEY SELBURN which 
jumped $1-1/2 per share in one trading session alone to $16. 

As GREAT SWEET GRASS has indicated during the current week 


- - - junior oils are ready to start rolling . . . and on this next move 
we predict that some of the favored ones MAY DOUBLE IN PRICE 
QUICKLY. 

BECAUSE ITS MARKET FUTURE LOOKS SO BRIGHT. . . WE 


WILL NOT BE SATISFIED UNTIL EVERY CLIENT TAKES AN IMPOR- 
TANT POSITION IN GREAT SWEET GRASS SHARES. WE CANNOT 
OVER-EMPHASIZE THE URGENCY OF BUYING GREAT SWEET GRASS 
TODAY - BEFORE IT CAN MOVE BEYOND YOUR REACH. BY FOL- 
LOWING THIS STRAIGHT-FROM-THE SHOULDER ADVICE, YOU MAY 
BE MAKING YOUR BEST MARKET "BUY" OF THE ENTIRE YEAR. 
FOR QUOTATIONS & LATE NEWS. . . PHONE US COLLECT (WORTH 
4-7050, N. Y.) 

July 20th, 1956 Murray Securities Corporation 


The information contained herein has been obtained from statistical and other sources available to us which 
we consider reliable but which is not guaranteed. _It does not purport to be all of the information which 
may be necessary to reach a decision on the purchase or sale of any security referred to. The Murray 
Securities Corporation and the members thereof may have positions in securities referred to herein. Ad- 
ditional information with respect to any security referred to herein will be furnished upon request. 
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[3863] ! 
[Commission Exhibit 63-A (R. 3863) is a check of 
G. F. Rothschild & Co., Inc. , drawn on the Colonial Trust 
Company, dated February 8, 1956, payable to Elliot M. 
Stone in the amount of $59, 629.28. This check is endorsed 
by Elliot M. Stone and stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. '"] 
[3864] : 
[Commission Exhibit 63-B (R. 3864) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated February 8, 1956, payable to Elliot M. 
Stone in the amount of $50,000. This check is endorsed by 
Elliot M. Stone and stamped "Pay to Canadian Bank of - 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. "'] | 
[3865] 
[Commission Exhibit 63-C (R. 3865) is a check of 
G. F. Rothschild & Co. Inc., drawn on the Colonial Trust 
Company, dated May 9, 1956, payable to A. E. Bain in the 
amount of $81, 890.77. This check is endorsed by A. E. 
Bain and stamped "Pay To Canadian Bank of Commerce, 
City Hall Branch, For Deposit Only To The Credit of 
Levinter, Ciglen, Grossberg & Shapiro Trust Account. i) 
[3866] | 
[ Commission Exhibit 63-D (R. 3866) is a check of 
G. F. Rothschild & Co. , Inc. , drawn on the Colonial Trust 
Company, dated February 9, 1956, payable to Leonard 
Prusky in the amount of $91, 356. 82. This check is en- 
dorsed by Leonard Prusky and stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Deposit Only 
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THE HIGHEST LEVEL IN HISTORY AND FOLLOWS YESTER- 

DAY'S ADVANCE OF 3 POINTS. MAINLY RESPONSIBLE 

WERE THE STOCKS OF COMPANIES WITH NATURAL GAS 

HOLDINGS. " 

Since our last letter, senior oil stocks and shares of pipeline 
companies in Canada have soared as much as SIX AND SEVEN DOLLARS 
PER SHARE. Equally remarkable gains have been made by the medium- 
priced securities, one prime example being BAILEY SELBURN which 
jumped $1-1/2 per share in one trading session alone to $16. 

As GREAT SWEET GRASS has indicated during the current week 


. - - junior oils are ready to start rolling . . . and on this next move 
we predict that some of the favored ones MAY DOUBLE IN PRICE 
QUICKLY. 


BECAUSE ITS MARKET FUTURE LOOKS SO BRIGHT. . . WE 
WILL NOT BE SATISFIED UNTIL EVERY CLIENT TAKES AN IMPOR- 
TANT POSITION IN GREAT SWEET GRASS SHARES. WE CANNOT 
OVER-EMPHASIZE THE URGENCY OF BUYING GREAT SWEET GRASS 
TODAY - BEFORE IT CAN MOVE BEYOND YOUR REACH. BY FOL- 
LOWING THIS STRAIGHT-FROM-THE SHOULDER ADVICE, YOU MAY 
BE MAKING YOUR BEST MARKET "BUY" OF THE ENTIRE YEAR. 


FOR QUOTATIONS & LATE NEWS. . . PHONE US COLLECT (WORTH 
4-7050, N. Y.) 
July 20th, 1956 Murray Securities Corporation 


The information contained herein has been obtained from statistical and other sources available to us which 
we consider reliable but which is not guaranteed. _It does not purport to be all of the information which 
may be necessary to reach a decision on the purchase or sale of any security referred to. The Murray 
Securities Corporation and the members thereof may have positions in securities referred to herein. Ad- 
ditional information with respect to any security referred to herein will be furnished upon request. 
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[3863] ) 
[Commission Exhibit 63-A (R. 3863) is a check of 
G. F. Rothschild & Co., Inc. , drawn on the Colonial Trust 
Company, dated February 8, 1956, payable to Elliot M.: 
Stone in the amount of $59, 629.28. This check is endorsed 
by Elliot M. Stone and stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. ""] 
[ 3864] 
[Commission Exhibit 63-B (R. 3864) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated February 8, 1956, payable to Elliot M. 
Stone in the amount of $50,000. This check is endorsed by 
Elliot M. Stone and stamped Pay to Canadian Bank of — 
Commerce, City Hall Branch, For Deposit Only To The 


Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
_ Account. "'] | 


| [3865] | 
[Commission Exhibit 63-C (R. 3865) is a check of 
G. F. Rothschild & Co. Inc., drawn on the Colonial Trust 
Company, dated May 9, 1956, payable to A. E. Bain in the 
amount of $81, 890.77. This check is endorsed by A. E. 
Bain and stamped "Pay To Canadian Bank of Commerce, 
City Hall Branch, For Deposit Only To The Credit of _ 
Levinter, Ciglen, Grossberg & Shapiro Trust Account. "J 
[3866] | 
[ Commission Exhibit 63-D (R. 3866) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated February 9, 1956, payable to Leonard 
Prusky in the amount of $91, 356.82. This check is en- 
dorsed by Leonard Prusky and stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Deposit Only 
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To The Credit of Levinter, Ciglen, Grossberg & Shapiro 
Trust Account. ''] 
[ 3869-3870] 

[ Commission Exhibit 65-B (R. 3869-3870) is a letter 
dated November 26, 1956, from Irving M. Getnick, ad- 
dressed to and received in this Commission November 27, 
1956, with an enclosure consisting of a photocopy of a check 
of Irving M. Getnick drawn on the Chemical Corn Exchange 
Bank, dated August 7, 1956, payable to Samuel Ciglen, 
Esquire, in the amount of $190,000.00. This check has on 
its face the following notation "(Re: Amcob Investment | 
Co,, Ic. ).* | 

[ 3871] 

[Commission Exhibit 66-A (R. 3871) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial 
Trust Company, dated May 16, 1956, payable to Michael G. 
Miller, in the amount of $166, 942.16. This check is en- 
dorsed by Michael G. Miller and is stamped "Pay to Cana- 
dian Bank of Commerce, City Hall Branch, For Deposit 
Only To The Credit of Levinter, Ciglen, Grossberg & 
Shapiro Trust Account. " ] 

[ 3872] 

[Commission Exhibit 66-B (R. 3872) is a check of 
G. F. Rothschild & Co., Inc. , drawn on the Colonial Trust 
Company, dated May 4, 1956, payable to Joseph Rosen in 
the amount of $80, 807.02. This check is endorsed by 
Joseph Rosen and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. ''] | 

[3873] 

[Commission Exhibit 66-C (R. 3873) is a check of 

G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
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Company, dated May 4, 1956, payable to R. Newman in 
. the amount of $81, 289.40. This check is endorsed by : 
R. Newman and is stamped "Pay to Canadian Bank of | 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. " ] 
[3874] 
[Commission Exhibit 66-D (R. 3874) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated April 30, 1956, payable to Saul Katzman in 
the amount of $84, 596.00. This check is endorsed by Saul 
Katzman and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit 
of Levinter, Ciglen, Grossberg & Shapiro Trust Account. " 
[3875] , 
[Commission Exhibit 66-E (R. 3875) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated April 30, 1956, payable to A. L. Feinberg 
in the amount of $84, 596.00. This check is endorsed by 
A. L. Feinberg and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. " ] ! 
[3876] | 
[Commission Exhibit 66-F (R. 3876) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated May 23, 1956, payable to S. Shadlyn in the 
amount of $85, 693.12. This check is endorsed by S. _ 
Shadlyn and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit 
of Levinter, Ciglen, Grossberg & Shapiro Trust Account. "'] 
| 
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[3877] 

[ Commission Exhibit 66-G (R. 3877) is a check of 
G. F. Rothschild & Co., Inc., drawn on the Colonial Trust 
Company, dated August 17, 1956, payable to Walter Levin- 
sky in the amount of $181, 870.32. This check is endorsed 
by Walter Levinsky and is stamped "Pay to Canadian Bank 
of Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. "' ] 

[4013] 

[ Commission Exhibit 73-A (R. 4013) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters 
Trust Company, dated August 14, 1956, payable to Lewis 
Solloway in the amount of $33, 802.85. This check is en- 
dorsed by Lewis Solloway and is stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Deposit Only 
To The Credit of Levinter, Ciglen, Grossberg & Shapiro 
Trust Account. "] 

[4014] 

[Commission Exhibit 73-B (R. 4014) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 16, 1956, payable to Lewis Solloway in 
the amount of $60, 487.24. This check is endorsed by Lewis 
Solloway and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit 
of Levinter, Ciglen, Grossberg & Shapiro Trust Account. "'] 

[4015] 

[Commission Exhibit 73-C (R. 4015) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters Trust 
Company, dated August 15, 1956, payable to S. Druckman 
in the amount of $25, 718.00. This check is endorsed by 
S. Druckman and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
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Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. '] | 
[4016] | 

[ Commission Exhibit 73-D (R. 4016) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 23, 1956, payable to S. Druckman in the 
amount of $8,678.95. This check is endorsed by S. Druck- 
man and is stamped "Pay to Canadian Bank of Commerce, 
City Hall Branch, For Deposit Only To The Credit of _ 
Levinter, Ciglen, Grossberg & Shapiro Trust Account", 1 

[4017] : 

[Commission Exhibit 73-E (R. 4017) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National Bank, 
dated May 16, 1956, payable to S. Druckman in the amount 
of $35, 908.02. This check is endorsed by S. Druckman 
and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account. "] : 

[4018] 

[Commission Exhibit 73-F (R. 4018) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National Bank, 
dated May 9, 1956, payable to S. Druckman in the amount 
of $21, 356.37. This check is endorsed by S. Druckman 
and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account. ""] : 

[4019] 

[Commission Exhibit 73-G (R. 4019) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters Trust 
Company, dated August 15, 1956, payable to Peter Collins 
in the amount of $189, 903.62. This check is endorsed by 
Peter Collins and is stamped "Pay to Canadian Bank of ! Com- 
merce, City Hall Branch, For Deposit Only To The Credit 
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of Levinter, Ciglen, Grossberg & Shapiro Trust Ac- 
count. ""] | 
[4020] 

[Commission Exhibit 73-H (R. 4020) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters 
Trust Company, dated August 15, 1956, payable to Murray 
Caplan in the amount of $31, 594. 53. This check is en- 
dorsed by Murray Caplan and is stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Deposit Only 
To The Credit of Levinter, Ciglen, Grossberg & Shapiro 
Trust Account. "'] 

[4021] 

f Commission Exhibit 73-I (R. 4021) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 16, 1956, payable to Murray Caplan in 
the amount of $10, 766.20. This check is endorsed by 
Murray Caplan and is stamped '"Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. '"] 

[ 4022] 

[ Commission Exhibit 73-J (R. 4022) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 9, 1956, payable to Murray Caplan in 
the amount of $53, 771.37. This check is endorsed by 
Murray Caplan and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. "} ; 
[4023] 

[ Commission Exhibit 73-I' (R. 4023) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters 
Trust Company, dated August 14, 1956, payable to 


ee a 
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A. B. Levine in the amount of $49, 667.93. This check is - 
endorsed by A. B. Levine and is stamped "Pay to Cana- 
dian Bank of Commerce, City Hall Branch, For De- _ 
posit Only To The Credit Of Levinter, Ciglen, Gross- 7 
berg & Shapiro Trust Account. ''] 
[4024] | 

[ Commission Exhibit 73-J (R. 4024) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 16, 1956, payable to A. B. Levine in 
the amount of $22, 696.30. This check is endorsed by — 

A. B. Levine and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. " ] 

[4025] 

[Commission Exhibit 73-K (R. 4025) is a check of 
Cornelis De Vroedt, Inc., drawn on the Underwriters | 
Trust Company, dated August 15, 1956, payable to L. Kru- 
gel in the amount of $12,251.90. This check is endorsed 
by L. Krugel and is stamped "Pay to Canadian Bank of. 
Commerce, City Hall Branch, For Deposit Only To The 
Credit of Levinter, Ciglen, Grossberg & Shapiro Trust 
Account. '"] 

[ 4026 ] 

[ Commission Exhibit 73-L (R. 4026) is a check of 
Cornelis De Vroedt, Inc., drawn on the Grace National 
Bank, dated May 16, 1956, payable to L. Krugel in the 
amount of $10, 866.15. This check is endorsed by L. Kru- 
gel and is stamped "Pay to Canadian Bank of Commerce, 
City Hall Branch, For Deposit Only To The Credit of | 
Levinter, Ciglen, Grossberg & Shapiro Trust Account. aa | 





[4027] a8 
[4027] 


[Commission Exhibit 73-M (R. 4027) is a check 
of Cornelis De Vroedt, Inc., drawn on the Grace Na- 
tional Bank, dated May 9, 1956, payable to L. Krugel 
in the amount of $41,617.60. This check is endorsed 
by L. Krugel and is stamped "Pay to Canadian Bank 
of Commerce, City Hall Branch, For Deposit Only 
To The Credit of Levinter, Ciglen, Grossberg & Sha- 

- piro Trust Account. "] 
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[3990] 
COMMISSION'S EXHIBIT NO. 71-B 
[Check of April 9, 1956 to Dorothy 
Zifken and or ourselves in the amount 
of $241,916.00 (No. 908) from Cor- 
nelis de Vroedt Co., received in 
evidence 11/28/56] 
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[3991 } 
COMMISSION'S EXHIBIT NO. 71-C 
[Check of April 13, 1956 to 'Doro- 
thy Zifken and or ourselves" in the 
amount of $91,925.00 (No. 953) from 
Cornelis de Vroedt Co. , received in 
evidence 11/28/56] 
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COMMISSION'S EXHIBIT NO. 71-D 


[ Check of April 13, 1956 to Bank of 
America in the amount of $483,841. 


from Cornelis de Vroedt Co., re- 


ceived in evidence 11/28/56] 
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COMMISSION'S EXHIBIT NO. 79-C 
[Document entitled "Special Report" published by 
DuVal's Consensus, Inc. dated October 20, 1955] 


For Confidential Use of 
Subscribers Only 


SPECIAL REPORT | 
Published by: DuVal's Consensus, Inc. : 
- 41-43 Crescent Street - Long Island City 1, N.Y. 


Within the last 90 days we gave you: 
Gulf Coast Lease- 








holds at $7-1/2 - it went to$15 -an increase of 100% 
United Dye & | 

Chemical at 13 - it went to 35-1/4 - an increase of 171 
Canadian Oil & Gas : 

Reserves at 65¢ - it went to 1.00 - an increase of 54 
Cuneo Press at 9 - it went to 14-1/2 - an increase of 61 


We believe that the special situation below is even better. 


IMMEDIATE ACTION Special Report Through our special sources 
RECOMMENDATION To Subscribers of information in Canada, 
"inside news" has just reached us indicating that a Canadian stock em 
listed on The American Exchange here in New York... could become 
one of the outstanding features of next week's trading for reasons pro- 
vided below. We urge you to contact your broker or banker at once... 
and Buy ... atthe market ... sharesin : 

GREAT SWEET GRASS OILS LIMITED 
Listed on the American and Toronto Stock Exchanges. } 
Current Price: Approximately $3.25 Per Share. 
Why We Predict Fast Action. . . | 
Plus Higher Market Prices. . . For GREAT SWEET GRASS 

As we write, the company could be on the threshold of discovering 
its third major natural gas field in Canada. In previous operations, 


Great Sweet Grass was the discovery company in the prolific Steveville 
and Kessler areas of western Canada. Now... Great Sweet Grass has 
started drilling for natural gas in the promising St. Lawrence Lowlands 
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area of Quebec . . . promising because there are fifty known occur- 
rences in the field. . . and farmers have been using the gas in their 
homes for 75 years or so. Great Sweet Grass is the first company to 
drill the area for natural gas in commercial quantities. 

It seems that only shallow drilling may be needed to "strike" 
natural gas. Two rigs are already on the property and it shouldn't 
take long to drill the wells that will start off this new and aggressive 
program of Great Sweet Grass Oils. In fact, news of first results may 
start leaking out within a matter of days. 

An Established Company With Natural Gas Reserves... 

Estimated To Be Worth TWICE Today's Price Of The 

Company's Shares 


SUMMARY OF REASONS FOR RECOMMENDING THAT YOU BUY TODAY 

1. In only a fraction of the company's extensive western Canadian 
holdings, Great Sweet Grass has NATURAL GAS RESERVES THAT EX- 
CEED 130 BILLION CUBIC FEET. . . regarded to have a gross poten- 
tial production value equivalent to SIX DOLLARS PER SHARE... or 
almost double the present trading value of the shares. 

2. Great Sweet Grass has participating interests in 4 PRODUCING 
and 7 STANDING OIL WELLS. . . plus participations in 32 STANDING 
CAPPED GAS WELLS. . . and the company has a 25 year contract to 
sell natural gas to Trans-Canada Pipelines Co. ata price to assure 
substantial profits. 

3. Great Sweet Grass holds management control of CANADIAN 
OIL AND GAS RESERVES LIMITED with its interests in around 40 oil 
wells in Canada and Oklahoma and whose RESERVES EXCEED 6 MIL- 
LION BBLS. OIL. 

4. GREAT SWEET GRASS’ Operations . . . which cover over 
20 FIELDS in Canada and the United States. . . embracing more than 
ONE MILLION ACRES. . . are being further expanded. . . in addition 
to the aforementioned developments in Quebec. Important news regard- 
ing the company's progress in two other spotlighted fields should be 
available to subscribers within days. 


229 | [4037] 

5. The spark that could flare Great Sweet Grass shares into 
greatly increased activity on the exchanges where they are listed xm @ 
and to prive levels SUBSTANTIALLY HIGHER than those currently 
prevailing . . . will likely come from Quebec. . . where as already 
pointed out . . . two drilling rigs are going into action ina program 
which. . . before its completion. . . could ultimately cover e area 
of thirty square miles. 

6. Great Sweet Grass shares appear to be priced just right for 
a major move. On the strength of western Canadian natural ga 8 re- 
serves ALONE, a price well in excess of SX DOLLARS PER SHARE 
appears justified. Currently trading around only half that figure, once 
Great Sweet Grass shares start rolling. . . as they're expected to do in 
anticipation of early drilling news from Quebec. . . there's no telling 
how high they'll go. 

SPECIAL NOTE: jBased.bn geological features of the J Lawrence 
Lowlands area, wetbelieve Great Sweet Grass may "click" at a depth of 
only 1500 feet or so. . . in an area where THREE TO FOUR TIMES 

the price could be received for natural gas, as compared with western 
Canada. We look for Great Sweet Grass to become one of the standout 


performers on the American and Toronto Stock Exchanges before our 
next regular weekly letter. 
RECOMMENDATION: TO BE IN LINE FOR YOUR SHARE OF THE 


PROFITS -- QUICK PROFITS -- ANTICIPATED IN GREAT SWEET 
GRASS. . . BE SURE TO BUY THIS CANADIAN SECURITY THROUGH 
YOUR OWN BROKER OR BANKER. . . TODAY. 

10/20/55 
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COMMISSION'S EXHIBIT NO. 79-E 
[Document entitled '"DeVal's Special Report" follow- 
up report on Great Sweet Grass Oils. ] 


For Confidential Use 
DU VAL'S Of Subscribers Only 


SPECIAL REPORT 


Published by DuVal's Consensus, Inc. 
41-43 Crescent Street, Long Island City 1, N. Y. 


FOLLOW-UP REPORT ON 
GREAT SWEET GRASS OILS 

Synopsis: Great Sweet Grass was originally recommended to sub- 
scribers in mid-1955 at $2.35 a share. It rose steadily to a high of 
$5. 75 a share several months ago, but has now dipped back below 
$3.00 a share. During this year-and-a-half, we have constantly recom- 
mended accumulation of this issue for long-term price appreciation. 
The recent dip has many investors wondering what to do. 

TAKE ADVANTAGE OF THE DEPRESSED PRICE AND 

BUY THIS ISSUE. 

Based upon recent information, we are conclusively convinced 
that our early recommendation of this security was fully justified. 
Great Sweet Grass Oils, traded on the American Stock Exchange, can 


now be purchased at a time when each share represents more in value 
than ever before in the company's history. 

Great Sweet Grass has at least $4.00 a share in proven developed 
and undeveloped oil and natural gas reserves alone. Add to this the 
value of the company's other assets, such as its varying interests in a 


large spread of oil and natural gas leases and rights in western Canada, 
and its mining property in New Brunswick, where a base metal ore body 
of considerable magnitude is indicated. 

A recognized American petroleum engineer has reported that the 
company's proven developed and undeveloped resources of oil are in 
excess of 9-1/2 million barrels, and the net proven developed and un- 
developed gas reserves in excess of 220 billion cubic feet. The company's 
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net interests in all producing leases is stated to be more than 69, 000 
acres with varying interests in 95 oil and/or gas wells in Oklahoma 
and western Canada. : 


Value Appraisal 
9-1/2 million barrels of oil reserves ! 
worth $1. 25 a barrel $11, 875, 000 
220 billion cubic feet of natural gas at | 
4-1/2¢ per M 9, 900, 000 


$21, 775, 000 

The company now has 5 million shares outstanding. This means 
that these reserves alone are worth more than $4. 00a share. This 
does not take into account any additional value of the company's other 
assets, nor the results of two new wells just brought in, nor another 
new well near completion. The two completed wells are considered to 
be excellent producers, and are located in Manitoba, Canada. The 
latest well -- in Oklahoma -- has been brought under control following 
a blowout. | 

This well is being drilled jointly with Kroy Oils Ltd., on a 480- 
acre parcel adjoining a 1, 300-acre block owned by Great Sweet Grass 
in the area. The well has already established three zones that company 
officials believe will be commercial, namely the Bartlesville Sand, the 
Huntson Lime and the Upper Bromide. A fourth commercial zone, in 
the Lower Bromide, is also possible. 

This well alone may add dollars to the value of the company's 
shares, 

In the opinion of company officials, nothing has happened to ad- 
versely affect the value of the shares, and the recent selling may have 
been due to the panic of some alarmed shareholders after inquiries by 
the Securities & Exchange Commission. Professional " sellers 
may have also been partly responsible. | 

But this does not affect the value behind the shares nor detract 
from the company's growth potential. Take advantage of the attractive 
market opportunity and buy Great Sweet Grass now, asa bargain below 
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$3. 00 a share. 


This is not intended as a solicitation to purchase or sell securities, nor is it intended that any stock recom- 
mended should be purchased or sold in any State in which such recommended stocks have not been qualified 
or are exempt under such State's Securitics Law, 


[4050] 


COMMISSION'S EXHIBIT NO. 86 
[Document entitled "The Technical Viewpoint" pub- 
lished by Oken K. Taylor, Inc. re Great Sweet Grass 
Oils Limited, received in evidence 11/28/56] 


THE OWEN K. TAYLOR, INC. 
TECHNICAL INVESTMENT ADVISERS 
VIEWPOINT 274 Pearl Street 

New York 38, N. Y. ** * 


An Excellent Opportunity 
TO DOUBLE YOUR MONEY. .. AGAIN 


INTRODUCTION: On Sept. 14, 1954, we advised subscribers to 
buy shares in GREAT SWEET GRASS OILS LIMITED at $2. 00 to $2. 10. 
Those who followed our recommendation at that time placed themselves 
directly in line for profits that ran into thousands of dollars as Great 
Sweet Grass literally soared to $5.75 per share, soon after its listing 
on The American Stock Exchange. 

What's more: Subscribers knew when to start taking these 
remarkable profits because, in line with our stated policy, they would 
automatically begin selling at $4.00 per share and higher... 
DOUBLING THEIR MONEY ON THE MOVE. 

We have been closely following the growth of GREAT SWEET GRASS 
these past two years, during which we believe it has become one of the 
fastest-growing organizations of its kind on the Continent. At the same 
time, we have been charting its shares under our test-proven Point and 
Figure Method. This extensive research convinces us 100% that. . . 
(a) GREAT SWEET GRASS shares, which bottomed in recent days 
around $3.00 (as did hundreds of other stocks, as a result of the Suez 


cold war) are definitely back in the buying range... where, by acting 
quickly, YOU CAN LOOK TO DOUBLING YOUR MONEY AGAIN... . 
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and (b) news of a transaction now being finalized that in our opinion 
could feature the name of GREAT SWEET GRASS in stock market head- 
lines in the U. S. and Canada, 

Immediate-Action Recommendation: 
BUY. . . through your own broker or banker... TODAY ies 
and at the market . . . the shares of | 
GREAT SWEET GRASS OILS LIMITED 
Shares Listed: The American Stock Exchange, New York. 
Buying Range: Around $3. 25 Per Share 


Why We Say: YOU CAN BUY GREAT SWEET GRASS WITH 
CONFIDENCE 


Convincing proof that GREAT SWEET GRASS is oversold at cur- 
rent prices is a company report (published last month) showing the com- 
pany to have a NET WORTH OF $5.70 PER SHARE. At the same time, 
we have it on the authority of Mr. John A. Hext, the company's general 
manager, in reviewing the company's intriguing position in Oklahoma 
alone, that — (as he is quoted in the annual report, May 30, 1956): 


"If we are successful in proving up this huge potential, and our 


chances are good, we then will increase our Oil Reserves to over 

the 50 million bbl. mark and our gas reserves to around 275 billion 

cubic feet —a gamble, in the management's opinion, well worth 
the risk, and one that could add $10. 00 to the value of each share 
of the capital stock. " | 

In other words. . . before calculating the per-share worth or 
potential indicated for Great Sweet Grass as a result of the extra- 
ordinary new developments currently being finalized. . . and mentioned 
below. . . GREAT SWEET GRASS SHARES HAVE AN INDICATED CUR- 
RENT WORTH OF $5. 70 THAT COULD CONCEIVABLY BE INCREASED 
TO MORE THAN $15. 00 PER SHARE. 

Remember: The foregoing is based on the company's position as 
of one month ago, when it was officially confirmed that GREAT SWEET 
GRASS had achieved, to that time: 

1. Participating interests in FIFTY-SIX oil wells. 
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. Oil reserves of almost TEN MILLION BARRELS. 


2 

3. Participating interests in THIRTY-SIX natural gas wells. 

4. Natural gas reserves of OVER 173 BILLION CUBIC FEET. 

5. In Oklahoma alone, the company had 42 proven locations to 
drill. 

6. Plus varying interests in over 800, 000 ACRES of oil and gas 
leases, reservations and permits, equivalent to over 400, 000 net acres. 
HERE'S THE SPECTACULAR NEWS ON GREAT SWEET GRASS... 
THE REASON WHY OUR SUBSCRIBERS ARE ADVISED TO AT LEAST 
DOUBLE THEIR PREVIOUS PURCHASES IN THIS STOCK. 

We believe it is important that you immediately buy all the shares 
of GREAT SWEET GRASS you can manage -- when the news becomes 
general public knowledge these shares could be well on their way to 
substantially higher market levels -- ON VALUE. 

GREAT SWEET GRASS and three other prominent oil companies 

are finalizing an agreement, which the company has represented 

will give them a combined total of approximately SIXTY-SEVEN 

MILLION BARRELS OF OIL plus ONE TRILLION, 750 BILLION 

CUBIC FEET OF GAS IN INDICATED RESERVES. 

This means that GREAT SWEET GRASS (and its shareholders) 
automatically will have an interest in OVER 400 OIL AND GAS WELLS 
- « - and an equally-automatic interest in the $83, 750, 000 in the esti- 
mated worth (at $1-1/4 per barrel) of these gigantic oil reserves. . . 
plus the $35, 000, 000 (at a conservative estimate of 2¢ per 1000 cu. ft.) 
of indicated natural gas reserves . . . making a total of ONE HUNDRED 
AND EIGHTEEN MILLIONS OF DOLLARS in estimated worth of all re- 
serves. 

The foregoing may prove to be one of the BIGGEST deals of its 
kind this year. . . and we want every subscriber to take advantage 
of it before it has the terrific impact on the shares of GREAT SWEET 
GRASS that we expect. 
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It is of the utmost importance that you contact your broker, with- 
out fail, today. 
BUY ALL THE SHARES YOU CAN MANAGE AND LET GREAT SWEET 


GRASS DOUBLE YOUR MONEY. . . AGAIN. 


Registered as Investment Advisers with the Securities & ee Commtskton, 
Washington, D. C. Subscription Rates: $100 per year, $55 for 6 months, 
$30 for 3 months. 


Note: Annual subscribers receive without extra cost a full technical analysis of their portfolios upon request, 


The information contained in this letter, while not guaranteed, has been carefully compiled, and is for 


your confidential use only, The contents may not be released or reprinted in any form. _ 
| 


[4163] 


COMMISSION'S EXHIBIT NO. 107-A 
[ Letter dated September 26, 1955 from James P. Arnott, 
Q. C., addressed to M. Mac Schwebel, received in evir 
dence 11/29/56] : 


James P. Arnott, Q.C. 
100 Adelaide St., West 
Toronto 2, Canada 


September 26th, 1955. 


M. Mac Schwebel, Esq. , 
Counsellor-at-law, 

30 Broad Street, 

NEW YORK 4, N.Y. 


Dear Mac: 

A client of mine, which holds certain shares of Great Sweet Grass 
Oils Limited, is desirous of selling in a block 150, 000 shares. As you 
are aware, the shares of this company are listed on The Toronto Stock 
Exchange and liquidation of these shares could be made through such 
medium. However, it would undoubtedly take some considerable time 
for the market to absorb 150, 000 shares and my client would prefer to 
effect an immediate cash sale if such can be done. 

The actual price per share is open for negotiation, but while they 
do not intend to give the stock away, they would be prepared to sell at 
a reasonable price below the prevailing market. 

Knowing that you are connected in financial circles aia! imow the 
holdings and potentialities of this company, I thought you might be 
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personally interested or know of persons in New York who might be in- 
terested in this purchase. 
With kindest personal regards, Iam 
Sincerely yours, 
/s/ James P. Arnott 
JPA:K 
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COMMISSION'S EXHIBIT NO. 107-B 
[ Letter dated October 4, 1955 from James P. Arnott, 
Q.C., addressed to M. Mac Schwebel, Esq., received 
in evidence 11/29/56] 


James P. Arnott, Q.C. 
100 Adelaide St., West 
Toronto 2, Canada 


October 4th, 1955 


M. Mac Schwebel, Esq. , 
Counsellor-at-law, 

30 Broad Street, 

NEW YORK 4, N. Y. 


Dear Mac: 

Thank you for yours of September 29th. You may be assured that 
I would not suggest to you the purchase of shares of Great Sweet Grass 
or any other Company, if I considered that in so doing there was any 
possibility of the violation of any laws, either of this Country or the 
United States. The company is not in primary distribution neither is 
this purchase from an Underwriter nor a person or company holding 
sufficient quantity of shares to materially affect the control of the com- 
pany. 

Specifically, I am informed that there are 2, 500, 000 shares of the 
company outstanding, of which my client holds 182,150 shares. The 
sale of a portion of these shares will enable my client to liquidate cer- 
tain liabilities which it is desirous of doing. 

I have discussed with my client the suggested deal, namely, the 
purchase of 5, 000 shares at $3.00 per share against a six months’ 
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option for the balance of 145, 000 shares at the same price, and Iam 
instructed to state that they are prepared to deal on such basis. 


If you require a formal agreement outlining the terms and the 


mechanics of completing the transaction please advise. 
Yours very truly, 
/s3/ J. P. Arnott 


[4166] 


COMMISSION'S EXHIBIT NO. 107-C 
[ Letter dated October 14, 1955 from Albontec Devel- 
opment Company Limited addressed to M. J. Shuck 
& Co., received in evidence 11/29/56] 


Albontec Development Company Limited 
131 Walmer Road, 
Toronto, Ontario. 


October 14th, 1955. 


M. J. Shuck & Co., 
39 Broadway, 
New York, N. Y., U.S.A. 


Attention: Mr. Milton J. Shuck 
Dear Sir: 

This will confirm your agreement to purchase from us 25, 000 
shares of Great Sweet Grass Oils Limited and to pay therefor at $3. 00 
per share within ten days from the date hereof. 

In consideration of the foregoing, we hereby grant you the right 
to call on us for delivery to you of the whole or any part of 125, 000 
shares of Great Sweet Grass Oils Limited upon payment therefor as to 
the first 75, 000 shares at the rate of $3.00 per share and as to the re- 
maining 50,000 shares at $3.25 per share. This right will terminate 
at 5:00 o'clock in the afternoon (Toronto time) on December ist, 1955, 
insofar as the same has not theretofore been exercised. ! 

The price aforesaid are in Canadian funds. 
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Upon receipt from you from time to time of notice exercising 
your right as aforesaid stating the number of shares to be purchased 
and giving your delivery instructions, we will forward the certificates 
through our bankers, the Bank of Nova Scotia, King and Victoria Branch, 
Toronto, Ontario, to you or your bank in street form, to be turned over 
to you against payment for the appropriate number of shares at the rate 
per share aforesaid. 

Time shall be strictly of the essence. 

Yours very truly, 
Albontec Development Company Limited 
/s/M. A. Knight 
Vice-President 
copy for M. Mac Schwebel, Esq. 
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COMMISSION'S EXHIBIT NO, 107-D 
[ Letter dated October 14, 1955 from James P. Arnott, 
Q.C., addressed to M. Mac Schwebel, received in 
evidence 11/29/56] 


James P. Arnott, Q.C. 
100 Adelaide St., West 
Toronto 2, Canada 


October 14th, 1955. 


M. Mac Schwebel, Esq. , 
Counsellor-at-law, 

30 Broad Street, 

NEW YORE: 4, N. Y. 


Dear Mac: 

All arrangements have now been completed in connection with the 
Great Sweet Grass deal, and Iam enclosing herewith an agreement in 
the form of a letter from my client, Albontec Development Company 
Limited in favour of M. J. Shuck & Co., which I trust is in satisfactory 
form. 





239 i 


| [4168] 
I am also instructed to advise you that the suggesticn contained 
in your letter of October 7th, 1955, for payment of a finder's fee of 5¢ 
a share is satisfactory, which, as arranged in our telephone conversa- 
tion, shall be divided two-thirds to yourself and one-third to me. 
Yours very truly, 
/s/ J. P. Arnott 
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COMMISSION'S EXHIBIT NO, 107-E 
[ Letter dated November 7, 1955 (unsigned) addveneed | 
to James P. Arnott, Q.C., received in evidence 7 
11/29/56 ] 


November 7, 1955. 


J. P. Arnott, Esq., Q.C., 
1402 Concourse Building 
100 Adelaide Street West, 
Toronto 2, Canada. 


Dear Jim:- 

My client M. J. Shuck & Co. advised me that they requested your 
client Albontec Development Company Limited to deliver to them 20, 000 
shares of Sweet Grass Oils Limited, and have received 2 response that 
there were only 5,000 shares to come on their option. : 

You did indicate to me that your client had 182, 500 shares and 
that if my client showed preference in connection with the 150, 000 shares, 
you would give them first call on the balance of 32, 500 shares. 

I frankly understood this as a commitment on your part and so re- 
ported to my client. Evidently, it appears now that I may have been in 
error. It pieces me in a rather embarrassing position with my client. 

My secretary located me outside of the office and I tried to get 
you on the telephone in order to discuss this matter with you, but without 
success. ! 
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I expect to be in Toronto this Thursday and would appreciate it if 
you would set aside some time for me so that we might discuss this mat- 
ter. 

Sincerely, 


* * * 
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COMMISSION'S EXHIBIT NO. 107-F 
[ Letter dated November 10, 1955 from Candore 
Trading Corporation Limited addressed to M. J. 
Shuck. & Co., received in evidence 11/29/56] 


Candore Trading Corporation Limited 
Suite 808, 

100 Adelaide St. W., 

Toronto, Ontario, 


November 10th, 1955. 


M. J. Shuck & Co., 
39 Broadway, 
NEW YORK, N.Y. 


Attention Mr. Milton J. Shuck 
Dear Sirs: 

This will confirm the agreement entered into between us for your 
purchase from us of 15, 000 shares of Great Sweet Grass Oils Limited 
for the sum of $50, 250. 00 or at the price of $3.35 per share, payable 
fifteen (15) days from the date hereof. 

In consideration of the said purchase, we hereby grant to you the 
right to call on us for delivery to you of the whole or any part of 
210, 000 shares of Great Sweet Grass Oils Limited at the price of 
$3.35 per share. This right will terminate within forty-five (45) days 
from the date hereof insofar as the same has not theretofore been exer- 
cised. 

All of the said prices are in Canadian funds. 

Upon receipt from you from time to time of notice exercising your 
right as aforesaid stating the number of shares to be purchased and 
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giving your delivery instructions, we will forward the certificates 
through our bankers, the Bank of Nova Scotia, King and Victoria Branch, 
Toronto, Ontario, to you or your bank in street form, to be turned over 
to you against payment for the appropriate number of shares at the rate 
per share aforesaid. | 
Time shall be strictly of the essence. 
Yours very truly, 
Candore Trading Corporation Limited 
per /s/ L. G. Campbell : 
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COMMISSION'S EXHIBIT NO. 1C7-G 
[ Letter dated November 10, 1955 from J. P. Arnott, 
Q.C., addressed to M. Mac Schwebel, received in 
evidence 11/29/56] 


James P. Arnott, Q.C. 
100 Adelaide St. West 
Toronto 2, Canada 


November 10th, 1955 


M. Mac Schwebel, Esq. , 
Attorney-at-law, 
30 Broad Street, 
NEW YORK CITY, N.Y. 


Dear Mac: 

This letter will serve to confirm the arrangement personally en- 
tered into between us today on behalf of our respective clients, M. J. 
Shuck & Co. and Albontec Development Co. Limited, namely: 

Your client has agreed to purchase firm, in addition to the 
150, 000 shares already forwarded to them, 45, 450 shares of Great 
Sweet Grass Oils Limited at $3.35 per share, of which 32, 000 shares 
are to be paid for forthwith and the remaining 13, 450 shares are to be 
paid for within thirty (30) days. 

Delivery of these shares will be made in the same manner as the 
previous 150, 000 shares purchased asset out in the agreement dated 
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October 14th, 1955. 

Confirmation is also hereby given of the further arrangement 
which has been effected in that a group of my clients, through Candore 
Trading Corporation Limited, for whom I am also acting, have agreed 
to deal with your client in respect to a further 225, 000 shares of Great 
Sweet Grass Oils Limited at $3.35 per share; the condition being that 
your client shall purchase 15, 000 shares for the sum of $50, 250. pay- 
able fifteen (15) days from the date hereof and in consideration therefor 
an option will be granted on an additional 210, 000 shares at $3. 35 per 
share, exercisable within forty-five (45) days from this date. 

This will also confirm with you, as requested, that the sale of 
these shares by my client is legal for the reason that all the shares 
offered by them through Candore Trading Corporation Limited are shares 
acquired from time to time on Stock Exchanges, that none of them are 
underwriters, sub-underwriters, optionees or sub-optionees, and that 
none of them are in a position of con- 

[4171] 
trol of Great Sweet Grass Oils Limited. 

I enclose herewith agreement bearing today's date from Candore 
Trading Corporation Limited covering the above arrangement. 

As I discussed with you, another corporation which I know of may 
be interested in dealing with you in respect of another block of Great 
Sweet Grass Oils Limited shares, but inasmuch as I do not represent 
the firm in any legal capacity nor, indeed, in any capacity, I cannot 
give you any information at this time whether the company can deal with 
you. I will, no doubt, be contacting you either by letter or telephone, 
with respect to the letter matter at an early date. 

Yours very truly, 
/s/ J. P. Arnott 
JPA:K 
Enc. 
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COMMISSION'S EXHIBIT NO. 107-H 
[ Letter dated November 25, 1955 from J. P. Arnott, 
Q.C., addressed to M. Mac Schwebel, received in 
evidence 11/29/56] 


James P, Arnott, Q. c. 
100 Adelaide St. West | 
Toronto 2, Canada ! 


November 25th, 1955. 


M. Mac Schwebel, Esq. 5 
Attorney-at-law, 

30 Broad St., 

NEW YORK CITY, N.Y. 


re Albontec Development and 
M. J. Shuck & Co. re Great 
Sweet Grass Oils shares 


Dear Mac: 
My client, Albontec Development Company, Limited, has issued 

a cheque in your favour for the sum of $5, 000.00. which I enclose here- 
with on account of the fee to which you are entitled in this matter, as 
arranged. | 

Yours very truly, 

/s/ J. P. Arnott 
JPA:K 
Enc. 
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COMMISSION'S EXHIBIT NO. 107-I 
[ Letter dated November 11, 1955 from G. H. Davies 
addressed to M. Mac Schwebel, enclosing agreement 
between Ontario Cobalt Mines Limited and M. J. 
Shuck & Co., received in evidence 11/29/56] 


George Henry Davies, B.A. 

Barrister and Solicitor 

Suite 501 

85 Richmond St. West 
ose Toronto, Ontario 


November 11, 1955. 


M. Mac Schwebel, Esq. 
Attorney-at-law, 
30 Broad Street, 
NEW YORK CITY, N.Y. 


Dear Sir: 

Further to our conference, I have prepared and enclose herewith 
agreement, in triplicate, between Ontario Cobalt Mines Limited, acting 
for a group of my clients, and M. J. Shuck & Co. covering the sale to 
the latter from my clients to and through Ontario Cobalt Mines Limited 
of 15, 000 shares of the capital stock of Great Sweet Grass Oils Limited 
and the option of an additional 210,000 shares. The same has been exe- 
cuted by Ontario Cobalt Mines Limited and I would ask you to kindly 
have the same executed by M. J. Shuck & Co. and return two counter- 
parts to me. 

All shares which shall be delivered to your client, M. J. Shuck & 
Co., pursuant to the terms of this agreement, will be shares that have 





been purchased on the open market by my clients from time to time. 
None of my clients, including Ontario Cobalt Mines Limited, are under- 
writers, sub-underwriters, optionees, sub-optionees or securities firms. 
Of course, none of my clients control Great Sweet Grass Oils Limited 
in any way whatsoever. 

Yours truly, 

/s/ G. H. Davies. 
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COMMISSION'S EXHIBIT NO, 120 
| Agreement dated November 26, 1955 between Great 
Sweet Grass Oils Limited and Pitt Petroleums] 


Great Sweet Grass Oils, Ltd. 
307 Concourse Building 

100 Adelaide Street West 
Toronto, Ontario 


Attention: Mr. S. A. Chalu : 
Gentlemen: : 
We are an Alberta corporation with an authorized capital of 
5, 000, 000 shares without nominal or par value. We hereby represent 
to you that, upon completion of the matters hereinafter set forth: 
(1) There will be 2,000, 000 shares of our Capital Stock 
issued and outstanding; 
(2) After payment of all liabilities, we will have approxi- 
mately $35, 000. cash on hand; 
(3) We will have or be entitled to obtain the title to the 


Petroleum and Natural Gas Leases and/or | described 
in Schedule A hereto; | 

(4) The costs of placing the following Wells, which are on 
some of the lands described in Schedule A hereto, are approxi- 


mately as follows: | 
Northern Whitewater 4-21 $22, 485.61 
Northern Whitewater 13-60 31, 152.42. 
Northern Tilston 9-31 $1, 148, 55. 
Northern Tilston 16-31 17, 816. 84 
Northern Tilston 8-31 21, 075. 84. 
Northern Pierson 8-11 22, 433. 71. 
Northern Pierson 7-11 42, 184.62. 
. Northern Pierson 2-11 22, 292. 64 
Total Cost $210, 590. 23 
and that all of the said Wells are producers. The total production 
from the said eight Wells being currently approximately at the rate 
of 6000 Barrels per month. However, the Northern Pierson 8-11 
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is presently standing awaiting some repairs. 

We hereby offer to sell, transfer, convey, assign and set over 
absolutely unto you all our Company's right, title and interest in the said 
leases and/or Reservations described in Schedule A hereto and/or its 
other assets subject to its liabilities as a going concern in considera- 
tion of the allotment and issue to the shareholders of our Company of 
one share of 

[4204] 
the Capital Stock of your Company for each four issued shares of the 
Capital Stock of our Company, not exceeding in toto 500, 000 shares of 
the Capital Stock of your Company. 

This offer is open for acceptance until five o'clock in the afternoon 
of December 2, 1955, and upon the acceptance thereof by you shall be- 
come a firm contract of purchase and sale on the terms aforesaid, the 
transaction to be completed with all due dispatch, and thereafter we 
will wind up our Company and surrender its Certificate of Incorpora- 
tion. 

Witness our Corporate Seak 
at Toronto, Ontario this 26th 
day of November A.D. 1955. 
(Signed) PITT PETROLEUMS LTD. 
By: Don R. Brandt, Vice-President 


and 
J. S. Starck, Treasurer 


Corporate Seal Attached 


Accepted: December 2, 1955 
by Great Sweet Grass Oils, Ltd. 
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COMMISSION'S EXHIBIT NO. 138 
[ Copies of sales literature on letterhead of M. J. 
Shuck Co., re Great Sweet Grass Oils Limited, 
received in evidence 12/4/56] 


M. J. Shuck Co. 
39 Broadway 
New York 6, N. Y. 


GREAT SWEET GRASS OILS LIMITED 

Listed: American Stock Exchange, New York 
Toronto Stock Exchange, Toronto, Canada: 
Canadian Stock Exchange, Montreal, Canada 
Price: Approx. $3.50 per Share 


DYNAMIC GROWTH POTENTIAL _In the past two weeks, prior to 
going to press, this stock has been amongst the most active in daily 
trading on all three of the exchanges on which it is traded, This indi- 
cates wide public acceptance of the importance of the natural resources 
owned by this company with reference to the widely publicized Trans- 


Canada Pipe Line System, and the importance of the recently signed 
contract between Great Sweet Grass and Trans-Canada. : 

LONG TERM CONTRACT GUARANTEES PRICE The contract between 
Trans-Canada Pipe Line System and Great Sweet Grass covers a period 


of 25 years at a guaranteed starting price of 10 cents per 1, 000 cubic 
feet of natural gas. The price is to be increased one-quarter cent each 
year until the maximum price of fifteen and three-quarter cents is 
reached. Contract will be reviewed every five years for pours UP- 
WARD REVISION ONLY. 

PROVEN RESERVES 140 BILLION CUBIC FEET Company now claims 
to have proven reserves of 140 Billion cubic feet of natural gas. With 
2,000, 000 shares of common stock outstanding, this would represent 
approximately $7.00 per share potential income just on present reserves. 
And, when we realize that Great Sweet Grass has more than tripled its 
natural gas reserves during the past year or so in the Steveville and 
Kessler areas alone, then we must anticipate that its expanding 
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operational program in new areas of Western Canada should add sub- 
stantially to its future reserves. 

OIL RESERVES Great Sweet Grass Oils Limited has varied interests 
in four producing and seven standing oil wells. In addition to this the 
company has acquired management-control of CANADIAN OIL & GAS 
RESERVES LIMITED, which has interests in forty-three oil wells in 
Oklahoma and three wells in Alberta with reserves estimated at more 
than six million barrels. Using an in the ground figure of one dollar 
per barrel, this indicates a potential of approximately $6, 000, 000. 
IMPORTANT MARKETS IN U.S. The United States Government has 
received numerous requests from United States natural gas companies 


who are anxious to obtain Canadian natural gas. One of the results of this 


widespread interest has been the formation of the Trans-Canada Pipe 
Line System, which will be the longest main gas line in the world and 
is planned to supply 2200 miles of territory. The reserves belonging 
to Great Sweet Grass are situated in very favorable areas of supply for 
this new pipe line. 
RECOMMENDATION The fruitfulness and activity of Great Sweet Grass, 
its rapid growth, acquisitions and reserves, its new contract with Trans- 
Canada Pipe Lines, an expected agreement to supply natural gas for the 
Alberta Gas Trunk Line System, its aggressive Management, Adequate 
Finances and widespread Public Interest, lead us to recommend the 
immediate purchase of great Sweet Grass for capital appreciation. 
Present market price - 
Approximately 3-1/2 


Information contained herein has been obtained from statistical and other sources available to us, which 
we consider reliable but it is not guaranteed. It should not be relied upon as a complete statement of 
all material facts. Any opinions expressed are based on our interpretation of such available data and 
are subject to change at any time, We believe in the future of this company and maintain a trading 
position in this stock, Independently thereof, we may also maintain a small investment position, 
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M. J. Shuck Co. 
39 Broadway 
New York 6, N. Y. 


GREAT SWEET GRASS POTENTIALITIES ARE GREAT 
- . » AS year dream now becomes a reality . . .. 


PROOF - - - During the past month the leading Financial and Daily 
newspapers throughout the United States and Canada have been reporting 
the most important and momentous news regarding Trans-Canada Pipe 
Line. , 
This news is considered of such vital importance that the GLOBE 
and MAIL, Toronto's leading morning newspaper, carried the story on 
September 14th as a front page headline and the Financial Post of Sep- 
tember 10th devoted one ENTIRE page to this subject. ! 

As a stockholder of GREAT SWEET GRASS OILS Ltd. we feel 
certain you will appreciate the benefits that should accrue to you market- 
wise immediately in addition to the future capital growth possibilities. 
READ THE ENCLOSED REPRINTS. We believe they substantiate YOUR 
faith and OUR faith in the fastest growing junior BUR © GAS and OIL 
company in all of Canada. 

GREAT SWEET GRASS has just acquired 20, 000 acres in the 
proven, prolific natural gas area known as the St. Lawrence Lowlands, 
in the Province of Quebec, on the North shore of the St. Lawrence 
River within a few miles from the ultimate market. Over ONE HUNDRED 
natural gas occurrences have been disclosed in this area from shallow 
drilling -- farmers in this area are actually using it in their own homes. 

Actively traded on the AMERICAN STOCK EXCHANGE in New 
York and the TORONTO STOCK EXCHANGE in Canada, GREAT SWEET 
GRASS stock should enhance in value tremendously due to: | 


1 -- More than 130 BILLION CUBIC FT. in indicated natural 
gas reserves: 


2-- The company's 25-year contract to sell natural gas to 
Trans-Canada Pipe Line: 
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3 -- The acquisition of 30 square miles in one contiguous block 
in the St. Lawrence Lowlands where the drilling of 8 wells 
will be started IMMEDIATELY. 


It is our opinion that GREAT SWEET GRASS OILS Lid., with its 
great potentialities, now selling at approximately $3. 50 per share, is 
a stock with a $30.00 future and we strongly recommend its immediate 
purchase at these levels. 

May we serve you? Phone -- wire us at our expense or write at 
once. 

Respectfully yours, 
M. J. SHUCK CO. 
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COMMISSION'S EXHIBIT NO, 139 
[ Copies of sales literature on letterhead of G. F. 
Rothschild & Co., Inc. re Great Sweet Grass stock, 
received in evidence 12/4/56] 


Compliments of G. F. ROTHSCHILD & CO., INC., Investment Securities 


42 Broadway, New York 4, N. Y. * * * 


The news-story above is reprinted from the Jan. 14th issue 
of THE FINANCIAL POST leading Business-Financial pub- 
lication in Canada 


GREAT SWEET GRASS NEW OIL & GAS DEALS MAY LIFT INCOME 
OVER $1 MILLION A YEAR 

An increase of "well over a million a year" in income from oil 
and gas is anticipated by Great Sweet Grass Oils as the result of these 
recent developments: 

--Taking over substantial oil interests in Oklahoma with a large 
potential for expanded income and an established net on income of 
$40, 000 a month before well operating expenses. 

--A $10, 000 a month oil production acquisition from Pitt Petro- 
leums in Manitoba where further development is proposed. 


‘a fen 
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--Two completed and one pending contract for marketing of Al- 
berta gas through Trans Canada Pipe Lines with an anticipated income 
of around $500, 000 a year to be expected when contracts become opera- 
tive. ! 
In Oklahoma, Great Sweet Grass has acquired interestal in 38 
producing wells and 9, 104 acres of oil and gas lands with Great Sweet 
Grass to hold these assets through a wholly-owned subsidiary, Great 
Sweet Grass Oils Co. of Oklahoma. 

There are 52 offset locations for further drilling. ! 

David Dooley, petroleum engineer of Oklahoma City, estimates 
Sweet Grass net proven reserves at 9, 470,000 bbls. of crude’ of which 
1, 254, 000 bbls. is developed while gas reserves are estimated at 18 
billion cu. ft. of which 1.67 billion cu. ft. are developed. | 

Possible but not proven reserves are estimated at 93. 6 million 
bbls. of crude and 238. 5 billion cu. ft. of gas. : 

Oklahoma Interests | 

Great Sweet Grass new Oklahoma producing interests are in the 
North Hoover and East Brady fields, Garvin Co. ; the Short Junction- 
Newcastle field of McClain Co.; Union Valley and Evansville fields of 
Logan Co. Bulk of the reserves are in the Short Junction-Newcastle 
field which is described as the "hottest" field of Oklahoma at this time. 

All production is primary in character with most of the wells 
completed within the last 18 months. Great Sweet Grass took over as 
operator on Jan. 1, 1956, and gets the benefit of a 15% increase in 
proration which became effective Dec. 15. 

To secure its Oklahoma holdings which include about $300, 000 
of well equipment, Sweet Grass has issued 1, 750, 000 shares of stock 
(worth about $7.7 millions) to depositors of Mutual Oil Development 
Corp. , a new Oklahoma firm which had consolidated properties of 
Jordan Oil, Exchange Oil Co. and a number of individuals ; the Okla- 
homa oil business. 

Ray F. Griffith, one-time production manager for B. A. Oil in 
the U. S., has been appointed field manager of the U. S. subsidiary 
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and a substantial development program has been lined up with manage- 
ment hoping to double income from this source within a year. A first 
well being drilled in partnership with Exchange Oil is now below 1, 800 
ft. 

Of acreage acquired two producing wells (one a dual zone comple- 
tion) and 1, 364 acres are located in the Short Junction-Newcastle field 
where two sands show an indicated respective productivity of 150 and 
100 bbls. per acre foot. A deeper sand, the Bromide, if found on Sweet 
Grass acreage, may yield 500 to 700 bbis. per acre ft., it is thought. 

In Manitoba, Sweet Grass has acquired eight producing wells and 
2,600 acres subject only to royalty interests not exceeding 15%. Gross 
revenue after royalties is estimated at $10,000 monthly. Three wells 
each are in the Tilston and Pierson fields with two further wells in the 
Whitewater field. There are stated to be at least 12 offset locations for 
further drilling. 

Drill at Pierson 

Drilling of a first further well, in the Pierson field, is expected 
to start in March. Negotiations for further wells and acreage are in 
progress. 

Sweet Grass is issuing 500, 000 shares for the interest to Pitt 
Petroleums in this deal which also includes an estimated $210, 000 of 
well equipment, 100, 000 acres of wildcat reservation in Northern Alberta 
(Twps. 78-79, ranges 23, 24 and 25) and 20, 000 acres in the Strathmore 
area 30 miles east of Calgary. Utah Exploration of Salt Lake City has 
undertaken to drill a well on this ground for a 15% interest. 

Sweet Grass expects that successful completion of the Trans. 
Canada Pipe Lines project will permit the marketing of 15 million to » 
20 million cu. ft. of gas a day and a revenue of $500, 000 a year or bet- 
ter at a contract price of 10¢ a thousand cu. ft. for gas. Contracts have 
already been signed with Trans-Canada covering Kessler and Steveville 
gas and negotiations are continuing on Steveville-Atlee field gas. Al- 
berta gas reserves of Sweet Grass within the gas export area are esti- 
mated at it in excess of 150 billion cu. ft. 
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Adequate finances are reported available in the Great Sweet Grass 
treasury for proposed plans which will be assisted by new eosin 
revenues. There is no funded debt. 


The news-story alongside is reprinted from the Jan. 14th 
issue of THE NEW YORK HERALD TRIBUNE ! 


W. CANADA OIL, GAS BOOM HEADING FOR NEW PEAKS 


CALGARY, Jan. 13 (AP). —Western Canada's oil and gas boom, 
which continued at a record pace in 1955, is expected to gain even more 
momentum in 1956. | 

The last year was highlighted by virtual go-aheads on two major 
natural-gas pipe lines, expanded markets for petroleum and petroleum 
products, substantial increases in oil and natural-gas reserves and in- 
creased activity in the petro-chemical field. 

Western Canada's oil reserves, which jumped from almost nothing 
in 1946 to 2, 416, 000, COO barrels in 1954, are rated at 2, - 000, 000 
barrels. : 

During 1955 oil companies poured a record $440, 000, 000 into ex- 
ploration and development, apart from refineries and pipeline construc- 
tion or expansion, in the four western provinces and the Northwest 
Territories. Expectations are that at least a half billion will be spent 
on this phase of the industry in 1956. | 

This country's natural-gas industry, still in its infancy, received 
an important boost during 1955. Recent United States approval of im- 
ports of Canadian gas into the Pacific Northwest pushed away the last 
obstacle to construction of the Westcoast Transmission Co. , ‘Ltd. » pipe- 
line project. The company has begun building its 650-mile, $142, 000, 000 
gas pipe line from the Peace River area of Alberta and British Colum- 
bia to southern British Columbia and the United States. ! 


The second development, which will affect the economy of all 
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Canada, was the agreement on government participation in construc- 
tion of the northern Ontario link of the $350, 000, 000 all-Canadian gas 
pipe line from Alberta to eastern Canada. 

The Canadian Petroleum Association estimates Alberta's natural- 
gas reserves at 16.5 trillion cubic feet, increasing at a vast rate yearly. 
Natural-gas production figures for 1955 are expected to top the 150- 
billion-cubic-foot mark, an increase of 15 billion over 1954. 

Western Canada's oil production is expected to top 350, 000 bar- 
rels a day to establish a record. Alberta wells had an estimated daily 
average of 310, 000 barrels a day for 1955. Saskatchewan's daily aver- 
age output was 20, 000; Manitoba's, 12,000 to 15, 000; and the Northwest 
Territories, 2, 000. 

The Pembina field, discovered in 1953, has reserves estimated at 
1, 200, 000, 000 barrels. 

Other important finds are still being made. The Westward Ho, 
estimated to have reserves of 100, 000, 000 barrels, will boost proved 
reserves in 1956. A significant find has been made in the Whitecourt 
area north of Edmonton. 


[4270] 
[Excerpt from "G. F. ROTHSCHILD & CO., Inc. 
Investment Securities 
42 Broadway, New York 4, N. Y. 
* 


ok aE 


ORIGINATORS & UNDERWRITERS - 
SPECIAL SITUATIONS"] 


GREAT SWEET GRASS OILS LTD. 

OUR RECOMMENDATION FOR PROFIT-ACTION 

The careful survey we have recently made of Canadian oil issues 
and their outlook -- which prompts the favorable disposition toward 
them already expressed - has brought us to the opinion that the shares 
of Great Sweet Grass Oils, Ltd. hold outstanding attraction amongst 
the entire group of listed Canadian oil securities. That opinion has 
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been very greatly strengthened by the recent important announcements 
made by the Company, featured in a recent news-story in the "Finan- 
cial Post" recognized as Canada's most conservative and authoritative 
business-financial publication--a reprint of which is also enclosed. 


We suggest a careful reading of this news report right away, because 
the action of Great Sweet Grass Oils shares is reflecting accumulating 
interest in the stock, and present levels --- which we consider very 


favorable --- may not be long available. 
OKLAHOMA A summary of the important acquisitions — 
ACQUISITIONS made by Great Sweet Grass Oils, as set forth in the 
new report, shows the Company having added 8, 270, 000 bbls. of proven 
net oil reserves, and 18 billion cubic ft. of proven net gas reserves, as 
a result of this recently completed Oklahoma deal. This is only a small 
part of the story - because the engineers’ report envisages a further 
93, 600, 000 bbis. of unproven net reserves, and 238 billion cubic tt, 
of unproven gas reserves on this same acreage in Oklahoms | now added 
to the Great Sweet Grass holdings. ; 

[4271] | 
NEW PRODUCTION A few weeks ago, Great Sweet Grass had an- 
IN MANITOBA nounced completion of another deal that gave the 
Company 8 producing wells, plus 2600 acres of potential oil and gas 
lands, with at least 12 offset locations for further drilling in the Province 
of Manitoba. This deal immediately added 1, 419, 490 bbls. to the Com- 
pany's estimated proven oil reserves, developed and nee ee plus 
some 155, 000 additional barrels of possible reserves. | 

Drilling programs are slated for these new acquisitions in both 

the Oklahoma and Manitoba fields. At the same time, the Company has 
under way an 8-well drilling program in a highly industrialized section 
of the province of Quebec, Canada, where an important, new natural gas 
field may be developed by the Company. 
EXTENSIVE Great Sweet Grass Oil, of course, is already promi- 
GAS HOLDINGS nent among Canadian natural gas development organi- 
zations, having been the discoverer of 2 new natural gas fields in 
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Western Canada. Its total proven gas reserves, recently estimated, 
exceed 140 billion cubic ft - besides which the Company holds substan- 
tial interests in very extensive acreage awaiting development, and which | 
becomes increasingly important in view of the proposed new Trans- 
Canada Pipeline, to which both these fields will have ready access. 

An interlisted security -- Great Sweet Grass Oil shares are 
traded on the American Stock Exchange, New York, and the Toronto 
Stock Exchange. 

The shares have shown market impressive stability, moving 
steadily upward with Company developments and expansion over the 
past two years, to current levels around $4.50. We strongly recom- 
mend this issue for immediate consideration by our clients and corre- 
spondents. 

The recent substantial increase in the Company's physical assets 
has, in our opinion, added tremendous attraction to the market prospects 
for this Company's shares - attractions that have scarcely begun to be 
represented in price advances made subsequent to the recent announce- 
ments. 

Great Sweet Grass Oil, we consider has exceptional growth pro- 
spects plus good management --- with an aggressive policy for expan- 
sion the success of which is confirmed by the very important develop- 
ments discussed above, and reported in the news stories we have 
reprinted for your information. 
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COMMISSION'S EXHIBIT NO. 140 
[ Copies of sales literature on letterhead of Cornelis 
de Vroedt Co. re Great Sweet Grass Oils Limited, 
received in evidence 12/4/56] 


[CORNELIS DE VROEDT CO. 
INVESTMENTS] * oe * 
[A Remarkable Opportunity | 
For A BIG Profit ... and a FAST Profit...BUY 


GREAT SWEET GRASS OILS LIMITED ] 
* * * * * * 


The news-story above is reprinted from the Jan. 14th issue of 
THE FINANCIAL POST leading Business-Financial publication 
in Canada: 
GREAT SWEET GRASS NEW OIL & GAS DEALS 
MAY LIFT INCOME OVER $1 MILLION A YEAR 
An increase of "well over a million a year" in income from oil 


i 


and gas is anticipated by Great Sweet Grass Oils as the result of these 
recent developments: 

--Taking over substantial oil interests in Oklahoma with a large 
potential for expanded income and an established net on income of 
$40, 000 a month before well operating expenses. | 

--A $10, 000 a month oil production acquisition from Pitt Petro- 
leums in Manitoba where further development is proposed. ) 

--Two completed and one pending contract for marketing of Al- 
berta gas through Trans-Canada Pipe Lines with an anticipated income 
of around $500, 000 a year to be expected when contracts become opera- 
tive. 

In Oklahoma, Great Sweet Grass has acquired on in 38 
producing wells and 9, 104 acres of oil and gas lands with Great Sweet 
Grass to hold these assets through a wholly-owned — Great 
Sweet Grass Oils Co. of Oklahoma. 

There are 52 offset locations for further drilling. 
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David Dooley, petroleum engineer of Oklahoma City, estimates 
Sweet Grass net proven reserves at 9, 470, 000 bbls. of crude of which 
1, 254, 000 bbls. is developed while gas reserves are estimated at 18 
billion cu. ft. of which 1.67 billion cu. ft. are developed. 

Possible but not proven reserves are estimated at 93.6 million 
bbis. of crude and 238. 5 billion cu. ft. of gas. 

Oklahoma Interests 

Great Sweet Grass new Oklahoma producing interests are in the 
North Hoover and East Brady fields, Garvin Co. ; the Short Junction- 
Newcastle field of McClain Co.; Union Valley and Evansville fields of 
Logan Co. Bulk of the reserves are in the Short Junction-Newcastle 
field which is described as the "hottest" field of Oklahoma at this time. 

All production is primary in character with most of the wells. com- 
pleted within the last 18 months. Great Sweet Grass took over as opera- 
tor on Jan. 1, 1956; and gets the benefit of a 15% increase in proration 
which became effective Dec. 15. 

To secure its Oklahoma holdings which include about $300, 000 
of well equipment, Sweet Grass has issued 1, 750, 000 shares of stock 
(worth about $7. 7 millions) to depositors of Mutual Oil Development 
Corp., a new Oklahoma firm which had consolidated properties of Jor- 
dan Oil, Exchange Oil Co. and a number of individuals in the Oklahoma 
oil business. 

Ray F. Griffith, one-time production manager for B.A. Oil in the 
U.S., has been appointed field manager of the U. S. subsidiary and a 
substantial development program has been lined up with management 
hoping to double income from this source within a year. A first well 
being drilled in partnership with Exchange Oil is now below 1, 800 ft. 

Of acreage acquired two producing wells (onea dual zone comple- 
tion) and 1, 364 acres are located in the Short Junction-Newcastle field 
where two sands show an indicated respective productivity of 150 and | | 
100 bbls. per acre foot. A deeper sand, the Bromide, if found on Sweet 
Grass acreage, may yield 500 to 700 bbls. per acre ft., it is thought. 

In Manitoba, Sweet Grass has acquired eight producing wells and 
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2,600 acres subject only to royalty interests not exceeding 15%, Gross 
revenue after royalties is estimated at $10, 000 monthly. Three wells 
each are in the Tilston and Pierson fields with two further wells in the 
Whitewater field. There are stated to be at least 12 offset locations 
for further drilling. 
Drill at Pierson | 

Drilling of a first further well, in the Pierson field, is expected 
to start in March. Negotiations for further wells and acreage are in 
progress. | 

Sweet Grass is issuing 500, 000 shares for the interest to Pitt 
Petroleums in this deal which also includes an estimated $210, 000 of 
well equipment, 100, 000 acres of wildcat reservation in Northern Al- 
berta (Twps. 78-79, ranges 23, 24 and 25), and 20, 000 acres in the 
Strathmore area 30 miles east of Calgary. Utah Exploration: of Salt 
Lake City has undertaken to drill a well on this ground for a 15% in- 
terest. : 
Sweet Grass expects that successful completion of the — 
Canada Pipe Lines project will permit the marketing of 15 million to 
20 million cu. ft. of gas a day and a revenue of $500, 000 a year or bet- 
ter at a contract price of 10¢ a thousand cu. ft. for gas. Contracts 
have already been signed with Trans-Canada covering Kessler and Steve- 
ville gas and negotiations are continuing on Steveville-Atlee Field gas. 
Alberta gas reserves of Sweet Grass within the gas export area are 
estimated at it in excess of 150 billion cu. ft. 

Adequate finances are reported available in the Great Sweet 
Grass treasury for proposed plans which will be assisted by new pro- 
duction revenues. There is no funded debt. | 
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COMMISSION'S EXHIBIT NO. 142-A 
[Circular entitled "Special Report" prepared for 
Cornelis de Vroedt Co. by Investment Mart Publish- 
ing Co. with invoice attached dated February 28, 1956, 
billing de Vroedt for services, received by U.S. Securi- 
ties & Exchange Commission Sep. 4, 1956] 


CORNELIS de VROEDT Co. 
32 Broadway, New York 4, N.Y. 


Industrials. . . Railroads... Utilities. .. Bank and Insurance Stocks... 
Mutual Funds... 


SPECIAL REPORT 


IKE'S DECISION - Judging by the extent of the rally which has taken 
place since February 14, investors appear to have decided that the 
President will run for the second term . . The President's decision 

is imminent, and may have already been announced by the time you read 
this letter. We believe that his decision will be to run for a second 
term. The announcement should be a signal for the market to break 
through its 1955 high and continue to a higher trading level. There is 
no doubt that Ike's decision will effect stock prices temporarily after 

it is announced. 

But, the determination of long term investment decisions is not 
dependent on the President's yes or no answer to the "Big Question"... 
other considerations deserve more weight in determining investment 
decisions. Five months ago, good quality industrial shares afforded a 
yield of only about 3-1/2%. . Today, yields are well over 4%, thanks 
to higher dividends . . Earnings as well as payments to stockholders 
reflecting an expanding economy, have caught up with stock prices ..... 
Stocks on a yield and earning ratio basis again look attractive. 

PIPELINES - Speaking at the annual meeting of the Pipe Line Con- 
tractors Association of Canada, CarlO. Nickle, Conservative M. P. 
from Calgary, forecast oil and gas pipeline construction in Canada will 
require new investment of at least $1 billion during the next five years, 








261 [4284] 
and over $2. 2 billion the next decade. ** In addition, " said Mr. Nickle, 
"interconnected pipeline construction in the United States could account 
for about half a billion dollars in the next five years, and one and one- 
quarter billion dollars over the next decade. * * Since the start of 
Canada's first major oil pipeline project less than eight years ago, 
oil and gas pipelining has accounted for investment in Canada for more 
than $600 million, while related pipelining in the United States has so 
far meant an investment exceeding $200 million, he calculated. But 
the "impressive past could be dwarfed by the spectacular future. i 

SLICHTER'S VIEWS - Ina February 14, New York, speech, Pro- 
fessor Slichter in addition to his discussion of the future potentials of 
consumer credit, dealt in detail with the 1956 business outlook. He 
maintained that there would be little change in the production level 
during the first three quarters, each of which would be better than the 
corresponding 1955 period. Activity, however, will not importantly 
better the last quarter of 1955 until the final period this year, which, 
from present indications, promises to be the best of the year. 

GREAT SWEET GRASS OILS - Last week, 51,900 shares of Great 
Sweet Grass Oils were traded on the American Stock Exchange, and 
48, 200 shares were traded on the Toronto Stock Exchange . . the stock 
closed on Friday at 5-1/4, representing a gain of 3.6% for the week, 

It is our opinion that Great Sweet Grass Oils represents a potential value 
of $20 a share. . . and we are urging all of our customers to make 
immediate purchases . . to establish a basic position at the current low 


price. 


TELE PHONE OR WIRE YOUR ORDER IN TODAY. . - COLLECT 
Cornelis de Vroedt Co. 
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COMMISSION'S EXHIBIT NO. 142-D 
[Excerpt from Circular entitled "Research Report" pre- 
pared for Cornelis de Vroedt Co. by Investment Mart 
Publishing Co.; with invoice attached dated March 9, 
1956, billing de Vroedt for services, received by U.S. 
Securities & Exchange Commission Sep. 4, 1956] 


CORNELIS de VROEDT CO. 
32 Broadway, New York 4, N.Y. 


RESEARCH REPORT 


* * * * a x 


GREAT SWEET GRASS OIL ($5-1/2 ASE) - continues to break new 


high ground. David Dooley, petroleum engineer of Oklahoma City, 
estimates Sweet Grass’ net proven reserves in Oklahoma at 9.4 million 
barrels of oil, of which 1.2 million barrels are developed, while gas 
reserves are estimated at 18 billion cubic feet, of which 1.7 billion 
cubic feet are developed. Possible, but not proven reserves, are esti- 
mated at 93.6 million barrels of crude oil and 238. 5 billion cubic feet 


of gas. In addition, company claims estimated proven gas reserves 
of 140 billion cubic feet of natural gas in northern Canada. We believe 
that this stock may be one of the best market performers of the year. 
ASK FOR OUR SPECIAL REPORT ON GREAT SWEET GRASS 
OILS LTD. IT'S FREE... . There is no obligation. 
Cornelis de Vroedt Co. 





268 | [4303] 
[ 4303] | 


COMMISSION'S EXHIBIT NO. 142-I 
[Brochure prepared for Cornelis de Vroedt Co. by ! 
Investment Mart Publishing Co.; with invoice attached | 
dated March 22, 1956, billing de Vroedt for services, | 
received by U. S. Securities & Exchange Commission | 
Sep. 4, 1956] 


Cornelis de Vroedt Co. 32 Broadway 


INVESTMENTS New York 4, N. Y. 
* * * | 


A remarkable Opportunity 
For a BIG Profit....and a FAST Profit... BUY 
GREAT SWEET GRASS OILS LIMITED ~ 
A DYNAMIC COMPANY WITH THE POWERFUL POTENTIAL OF 
FINANCIAL GAINS. i 
Listed: American Stock Exchange | 
Toronto Stock Exchange 
Price: Approximately $5. 50 per share 
In the past few weeks, this HIGHLY ATTRACTIVE GROWTH stock 
has been among the most active in daily trading on both exchanges, Pub- 
lic acceptance of the importance of the natural resources owned by this 
company with reference to the widely publicized Trans-Canada Pipe Line 
System and the recent acquisition of income-bearing properties in Okla- 
homa and Manitoba, Canada, indicates a wide public interest in this 
stock. 


FITCH INVESTORS SERVICE (one of the nation's oldest, indepen- 
dent financial services) reported on January 26, 1956 that "the company 
has large oil and gas reserves which are being translated into substan- 

tial earning power. This stock merits speculative consideration at cur- 
rent reasonable levels in the light of management's aggressive develop- 


ment program. " 7 
WHAT DOES IT __.... It means here is an opportunity to invest 
MEAN TO YOU? ina growing company that we consider under- 
priced in today's market. It means PROFITS. 





264 
[4303] 


WHY IS GREAT SWEET GRASS OILS Ltd. SO ATTRACTIVE?.... 
In a recent report the company claimed to have PROVEN reserves of 
140 Billion cubic feet of natural gas, and had signed a contract with 
Trans-Canada Pipe Line for a period of 25 years at a GUARANTEED 
starting price of 10¢ per 1,000 cubic feet of natural gas. When we real- 
ize that during the past year GREAT SWEET GRASS has more than 
tripled its natural gas reserves in the Steveville and Kessler areas 
alone, then we must anticipate that its expanding operational program 
(both in the United States and Western Canada) should add substantially 
to its future reserves. 

[ 4304] 

The news-story above is reprinted from the Jan. 14th issue 

of THE FINANCIAL POST leading Business-Financial pub- 

lication in Canada: 

GREAT SWEET GRASS NEW OIL & GAS DEALS MAY 

LIFT INCOME OVER $1 MILLION A YEAR 

An increase of "well over a million a year" in income from oil 
and gas is anticipated by Great Sweet Grass Oils as the result of these 
recent developments: 

--Taking over substantial oil interests in Oklahoma with a large 
potential for expanded income and an established net on income of 
$40, 000 a month before well operating expenses. 

--A $10, 000 a month oil production acquisition from Pitt Petro- 
leums in Manitoba where further development is proposed. 

--Two completed and one pending contract for marketing of Al- 
berta gas through Trans- Canada Pipe Lines with an anticipated income 
of around $500, 000 a year to be expected when contracts become opera- 


tive. 


In Oklahoma, Great Sweet Grass has acquired interests in 38 pro- 
ducing welis and 9, 104 acres of oil and gas lands with Great Sweet Grass 
to hold these assets through a wholly-owned subsidiary, Great Sweet 
Grass Oils Co. of Oklahoma. 

There are 52 offset locations for further drilling. 
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David Dooley, petroleum engineer of Oklahoma City, estimates 
Sweet Grass net proven reserves at 9, 470,000 bbls. of crude of which 
1, 254, 000 bbis. is developed while gas reserves are estimated at 18 
billion cu. ft. of which 1.67 billion cu. ft. are developed. | 

Possible but not proven reserves are estimated at 93. 6 million 
bbls. of crude and 238. 5 billion cu. ft. of gas. | 

Oklahoma Interests 

Great Sweet Grass new Oklahoma producing interests are in the 
North Hoover and East Brady fields, Garvin Co. ; the Short Junction- 
Newcastle field of McClain Co. ; Union Valley and Evansville fields of 
Logan Co. Bulk of the reserves are in the Short Junction-Newcastle 
field which is described as the "hottest" field of Oklahoma at this time. 

All production is primary in character with most of the wells 
completed within the last 18 months. Great Sweet Grass took over as 
operator on Jan. 1, 1956, and gets the benefit of a 15% increase in 
proration which became effective Dec. 15. 

To secure its Oklahoma holdings which include about $300, 000 
of well equipment, Sweet Grass has issued 1, 750, 000 shares of stock 
(worth about $7.7 millions) to depositors of Mutual Oil Development 
Corp. , a new Oklahoma firm which had consolidated properties of Jor- 
dan Oil, Exchange Oil Co. and a number of individuals in the Oklahoma 
oil business. 

Ray F. Griffith, one-time production manager for B. A. Oil in 
the U.S., has been appointed field manager of the U. S. subsidiary and 
a substantial development program has been lined up with management 


hoping to double income from this source within a year. A first well 
being drilled in partnership with Exchange Oil is now below 1, 800 ft. 

Of acreage acquired two producing wells (one a dual zone comple- 
tion) and 1, 364 acres are located in the Short Junction-Newcastle field 
where two sands show an indicated respective productivity of 150 and 
100 bbls. per acre foot. A deeper sand, the Bromide, if found on 
Sweet Grass acreage, may yield 500 to 700 bbls. per acre ft. it is thought. 
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In Manitoba, Sweet Grass has acquired eight producing wells and 
2,600 acres subject only to royalty interests not exceeding 15%. Gross 
revenue after royalties is estimated at $10,000 monthly. Three wells 
each are in the Tilston and Pierson fields with two further wells in the 
Whitewater field. There are stated to be at least 12 offset locations 
for further drilling. 

Drill at Pierson 

Drilling of a first further well, in the Pierson field, is expected 
to start in March. Negotiations for further wells and acreage are in 
progress. 

Sweet Grass is issuing 500, 000 shares for the interest to Pitt 
Petroleums in this deal which also includes an estimated $210, 000 
of well equipment, 100, 000 acres of wildcat reservation in Northern 
Alberta (Twps. 78-79, ranges, 23, 24 and 25) and 20, 000 acres in the 
Strathmore area 30 miles east of Calgary. Utah Exploration of Salt 
Lake City has undertaken to drill a well on this ground for a 15% inter- 
est. 

Sweet Grass expects that successful completion of the Trans- 
Canada Pipe Lines project will permit the marketing of 15 million to 
20 million cu. ft. of gas a day and a revenue of $500, 000 a year or bet- 
ter at a contract price of 10¢ a thousand cu. ft. for gas. Contracts have 
already been signed with Trans-Canada covering Kessler and Steveville 
gas and negotiations are continuing on Steveville-Atlee field gas. Al- 
berta gas reserves of Sweet Grass within the gas export area are esti- 
mated at it in excess of 150 billion cu. ft. 

Adequate finances are reported available in the Great Sweet Grass 
treasury for proposed plans which will be assisted by new production 
revenues. -There is no funded debt. 


[4305] 
_ WHY IS GREAT SWEET GRASS A GOOD BUY? Here are some 
recent developments of IMPORTANT interest: 
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(1) The acquisition of 9, 104 acres of substantial oil and gas 
lands in Oklahoma which includes 38 producing wells with estimated 
proven reserves of 8, 270, 000 barrels of oil, plus an estimated 
18, 167, 000, 000 cf. of proven natural gas reserves. Additional 
unproven reserves are estimated at 93, 600, 000 barrels of oil and 
238, 500, 000, 000 cf. of natural gas. Present income on these prop- 
erties is $40, 000. 00 per month with unlimited potential due toi proven 
drilling sites. The company is now engaged in a very active drilling 
program on this property. 

(2) In Canada, where GREAT SWEET GRASS OILS, Ltd. is re- 
puted to be the third largest gas company, new acquisitions in Manitoba 
pointed up 8 producing oil wells and 2, 600 acres with a minimum monthly 
income of better than $10, 000. 00, and added approximately 1-1/2 mil- 
lion barrels of oil (developed and undeveloped) to the company's proven 
oil reserves. GREAT SWEET GRASS OILS Ltd. has also acquired 
100, 000 acres in Northern Alberta along with $210, 000. 00 worth of well 
equipment. An additional 20, 000 acres were secured just 30 miles east 
of Calgary. An aggressive intensive drilling program has been planned 
to develop these properties. | 

(3) Two completed and one pending contract for the marketing 
of the Alberta Gas through the Trans-Canada Pipe Lines with an antici- 
pated income of $500, 000. 00 per year. 

(4) GREAT SWEET GRASS OILS, Ltd. controls a Canadian oil 
and natural gas firm which is actively participating in 40 oil wells in 
Canada and Oklahoma --- with estimated reserves — 6 million 
barrels of oil. : 

(5) The conservative Fitch Service report on the company’ 8 fi- 
nancial condition was "GOOD". 


SUMMARY & ... The recent substantial increase in the com- 
RECOMMENDATION pany's physical assets has, in our opinion, added 
tremendous attraction to the market prospects for the shares of GREAT 
SWEET GRASS OILS, Ltd. We feel these attractions have scarcely 
begun to be represented in the price of this stock. | 
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GREAT SWEET GRASS OILS Lid. has exceptional growth poten- 
tials plus aggressive and qualified management. If you consider ALL 
these factors, you will see why GREAT SWEET GRASS is being ac- 
claimed by independent financial advisory services as the "STOCK 
OF THE YEAR" and the "COMPANY OF DESTINY." We strongly ad- 
vise its IMMEDIATE purchase at present levels. 

| Cornelis de Vroedt Co. 
[ 4306 ] 
reprinted from the Jan. 14th issue of THE NEW 
YORK HERALD TRIBUNE: 


W. CANADA OIL, GAS BOOM HEADING 
FOR NEW PEAKS 
CALGARY, Jan. 13 (AP). —Western Canada's oil and gas boom, 
which continued at a record pace in 1955, is expected to gain even 


more momentum in 1956. 

The last year was highlighted by virtual go-aheads on two major 
natural-gas pipe lines, expanded markets for petroleum and petroleum 
products, substantial increases in oil and natural-gas reserves and in- 
creased activity in the petro-chemical field. 

Western Canada's oil reserves, which jumped fromalmost noth- 
ing in 1946 to 2, 416, 000, 000 barrels in 1954, are rated at 
2, 900, 000, 000 barrels. 

During 1955 oil companies poured a record $440, 000, 000 into 
exploration and development, apart from refineries and pipeline con- 
struction or expansion, in the four western provinces and the North- 
west Territories. Expectations are that at least a half billion will be 
spent on this phase of the industry in 1956. 

This country's natural-gas industry, still in its infancy, received 
an important boost during 1955. Recent United States approval of im- 
ports of Canadian gas into the Pacific Northwest pushed away the last 
obstacle to construction of the Westcoast Transmission Co., Ltd., 
pipe-line project. The company has begun building its 650-mile, 
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$142, 000, 000 gas pipe line from the Peace River area of Alberta and 
British Columbia to southern British Columbia and the United States. 

The second development, which will affect the economy of all 
Canada, was the agreement on government participation in construction 
of the northern Ontario link of the $350, 000, 000 all-Canadian ws pipe 
line from Alberta to eastern Canada. 

The Canadian Petroleum Association estimates Alberta's natural- 
gas reserves at 16.5 trillion cubic feet, increasing at a vast rate. yearly. 
Natural-gas production figures for 1955 are expected to top the 150- 
billion-cubic-foot mark, an increase of 15 billion over 1954. 

Western Canada's oil production is expected to top 350, 000 bar- 
rels a day to establish a record. Alberta wells had an estimated daily 
average of 310, 000 barrels a day for 1955. Saskatchewan's daily aver- 
age output was 20, 000; Manitoba's, 12, 000 to 15, 000; and the Northwest 
Territories, 2, 000. 

The Pembina field, discovered in 1953, has reserves estimated 
at 1, 200, 000, 000 barrels. : 

Other important finds are still being made. The a Ho, 
estimated to have reserves of 100, 000, 000 barrels, will boost proved 
reserves in 1956. A significant find has been made in the Whitecourt 


area north of Edmonton. 
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GREAT SWEET GRASS OILS Ltd. has exceptional growth poten- 
tials plus aggressive and qualified management. If you consider ALL 
these factors, you will see why GREAT SWEET GRASS is being ac- 
claimed by independent financial advisory services as the "STOCK 
OF THE YEAR" and the "COMPANY OF DESTINY." We strongly ad- 
vise its IMMEDIATE purchase at present levels. 

: Cornelis de Vroedt Co. 
[4306] 
reprinted from the Jan. 14th issue of THE NEW 
YORK HERALD TRIBUNE: 


W. CANADA OIL, GAS BOOM HEADING 
FOR NEW PEAKS 
CALGARY, Jan. 13 (AP). —Western Canada's oil and gas boom, 
which continued at a record pace in 1955, is expected to gain even 


more momentum in 1956. 

The last year was highlighted by virtual go-aheads on two major 
natural-gas pipe lines, expanded markets for petroleum and petroleum 
products, substantial increases in oil and natural-gas reserves and in- 
creased activity in the petro-chemical field. 

Western Canada's oil reserves, which jumped fromalmost noth- 
ing in 1946 to 2, 416, 000, 000 barrels in 1954, are rated at 
2, 900, 000, 000 barrels. 

During 1955 oil companies poured a record $440, 000, 000 into 
exploration and development, apart from refineries and pipeline con- 
struction or expansion, in the four western provinces and the North- 
west Territories. Expectations are that at least a half billion will be 
spent on this phase of the industry in 1956. 

This country's natural-gas industry, still in its infancy, received 
an important boost during 1955. Recent United States approval of im- 
ports of Canadian gas into the Pacific Northwest pushed away the last 
obstacle to construction of the Westcoast Transmission Co., Ltd., 
pipe-line project. The company has begun building its 650-mile, 
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$142, 000, 000 gas pipe line from the Peace River area of Alberta and — 
British Columbia to southern British Columbia and the United States. 

The second development, which will affect the economy of all 
Canada, was the agreement on government participation in construction 
of the northern Ontario link of the $350, 000, 000 ae gas pipe 
line from Alberta to eastern Canada. : 

The Canadian Petroleum Association estimates Alberta's natural- 
gas reserves at 16.5 trillion cubic feet, increasing at a vast rate yearly. 
Natural-gas production figures for 1955 are expected to top the 150- 
billion-cubic-foot mark, an increase of 15 billion over 1954. 

Western Canada's oil production is expected to top 350, 000 bar- 
rels a day to establish a record. Alberta wells had an estimated daily 
average of 310, 000 barrels a day for 1955. Saskatchewan's daily aver- 
age output was 20, 000; Manitoba's, 12, 000 to 15, 000; and the Northwest 
Territories, 2, 000. 

The Pembina field, discovered in 1953, has reserves estimated 
at 1, 200, 000, 000 barrels. 

Other important finds are still being made. The Westward Ho, 
estimated to have reserves of 100, 000, 000 barrels, will boost proved 


reserves in 1956. A significant find has been made in the Whitecourt 
area north of Edmonton. 
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COMMISSION'S EXHIBIT NO, 176 
[Excerpts from minutes of the directors' meeting of 
Great Sweet Grass Oils Limited of June 24, 1955, 
received in evidence 1/10/57] 


GREAT SWEET GRASS OILS LIMITED | 

MINUTES of a meeting of the Directors of GREAT SWEET GRASS 
OILS LIMITED held in the Head Office of the Company, Suite 305, 100 
Adelaide Street West, Toronto, Ontario, on Friday, June 24th, 1955, 
at the hour of 12:00 o'clock noon. 

There were present Messrs.: James Wm. Maynard; Colin A. 

Campbell, M.E.; Jack A. Gilbert; John T. Symons, C.A.; 

George E. Buchanan; 

being a quorum of the board. 

By invitation of Mr. Maynard there were also present: Messrs. 
Samuel Ciglen, the Company's Solicitor and Sidney A. Chalu, the Com- 


pany's Comptroller. 
ba * 
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COMMISSION'S EXHIBIT NO. 178 
[Excerpts from minutes of the directors’ meeting of 
Great Sweet Grass Oils Limited held on November 29, 
1955, received in evidence 1/10/57] 


GREAT SWEET GRASS OILS LIMITED 


MEETING OF DIRECTORS 

MINUTES of a meeting of the Directors of Great Sweet Grass Oils 
Limited held in the Executive Offices of the Company, Suite 305, Con- 
course Building, 100 Adelaide Street West, City of Toronto, Ontario, 
on Tuesday the 29th day of November, 1955, at the hour of 3:30 o'clock 
in the afternoon. 

There were present: Mr. Colin A. Campbell; Mr. Jack A. Gilbert; 

Mr. John T. Symons; Mr. George E. Buchanan; 

being a quorom of the Board. There was also present at the invitation 
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of the Board, Mr. Sidney A. Chalu, Executive Vice-President and 
Comptroller of the Company. 
* * * ; * a a 
[4500] | 
On the request of the Chairman, Mr. Ciglen then vend to the meet- 
ing a copy of his letter to the Toronto Stock Exchange dated November 
28th, 1955, and reported that he had been advised by the. Exchange that 
the ais was accenemns to it. 


* * : cd 
[4514] 


COMMISSION'S EXHIBIT NO, 179 
[Excerpts from minutes of meeting of the board of 
directors of Great Sweet Grass Oils Limited held on 
December 14, 1955, ‘received in evidence 1/10/57] 


GREAT SWEET GRASS OILS LIMITED 
MEETING OF DIRECTORS 

MINUTES of a meeting of the Directors of Great Sweet Grass Oils 
Limited held in the Board Room at 1300 Concourse Building, | 100 Ade- 
laide Street West, Toronto, Ontario, on Wednesday, the 14th day of De- 
cember, "1935, at the hour of 10:30 o'clock in the forenoon, | 

There were present: Mr. J. W. Maynard; Mr. Colin A. Campbell; 

Mr, John T. Symons; Mr. George E. Buchanan; Mr. Jack A. Gilbert; 

being a quorum of the Board. There was also present at the invitation of 
the Board, Mr. Samuel Ciglen, Solicitor, Mr. Morris Black, Assistant- 
Treasurer and Mr. Sidney A. Chalu, Executive Vice-President and 
Comptroller of the:Company. ! 

* x 1K * J * 

PITT PETROLEUMS LTD. 
Mr. Ciglen reported to the meeting that the offer of Pitt 
[4516] | 

Petroleums Ltd. having been accepted pursuant to the resolution paswed 
at the last meeting, and in accordance with instructions from the officers 
of the Company, he had attended on the solicitor for and officers of Pitt 
Petroleums Ltd. in Edmonton, Alberta, and had ascertained that all 
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appropriate corporate action had been taken by the directors and share- 
holders of said company to conclude the transaction in accordance with 
the accepted offer. He then tabled a copy of the Balance Sheet of Pitt 
Petroleums Ltd. as at December 8th, 1955, certified to by Nash & 
Nash, Chartered Accountants, a copy of which appears as Schedule 
"A" to these minutes, and a direction from Pitt Petroleums Ltd. signed 
by Paul D. Bowlen, Liquidator, dated December 9th, 1955, to which — 
was attached a certified list of the sharesholders of Pitt Petroleums 
Ltd. and the number of shares to which each was entitled on the distri- 
bution of the 500, 000 shares of our Company, authorizing and instruct- 
ing the Company to issue the 500, 000 shares accordingly, which said 
direction and certified list appear as Schedule "B" to these minutes, 

Mr. Ciglen also tabled an acknowledgment by Pitt Petroleums 
Ltd. (in Voluntary Liquidation) dated at Edmonton the 9th day of De- 
cember, 1955, signed by the Liquidator Paul D. Bowlen, Schedule "C" 
to these minutes, that he is holding all the assets of Pitt Petroleums 
Ltd. not only in his capacity as Liquidator but also in his personal 
capacity, in trust for Great Sweet Grass Oils Limited, and would con- 
tinue to hold the same in trust until adequate conveyances of said assets 
had been made to our Company, and containing a covenant that all the 
assets of Pitt Petroleums Ltd. would be conveyed to our Company pur- 
suant to the agreement of purchase upon the issue of 500, 000 shares 
of the capital stock of our Company in accordance with the direction 
Schedule "B" hereto, free and clear of any lien, charge or encumbrance 
whatsoever. Mr. Ciglen reported that assignments of leases and rights 
had been drawn and executed and the requisite consents of The California 
Standard Company were being obtained and all title matters 

[4517] | 

were being followed up and completed by Messrs. Smith, Clement, 
Parlee & Whittaker, solicitors of Edmonton, who had been retained 
to act on behalf of Great Sweet Grass Oils Limited accordingly. 

Mr. Cigien further informed the meeting that a drilling commit- 
ment on one legal sub-division existed as an offset to one of the eight 
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producing oil wells acquired in the deal; also that a 2-1/2% over-riding 
royalty to CALSTANDARD existed on the production from their leases; 
also that lease rentals falling due in December, 1955, would be paid 
by Mr. Bowlen who would bill this Company for same, and that the 
Company would become entitled to all the proceeds of production from 
7:00 a.m., December ist, 1955. 

Mr. Cigien further informed the meeting that the Toronto Stock 
Exchange had given its consent to the issue of the 500, 000 shares and 
that the American Stock Exchange had indicated to our American Coun- 
sel, Mr. M. Mac Schwebel, that upon filing of the appropriate docu- 
ments it would list the 500, 000 shares for trading on said Exchange. 

The Secretary pointed out that at the last meeting of the Board 
500, 000 shares of the capital stock of the Company had been reserved 
and set aside for allotment to the shareholders of Pitt Petroleums Ltd, 
and that it was now in order to pass a formal resolution of allotment. 

All of these matters having received the full consideration of the 


meeting, UPON MOTION regularly made, seconded and unanimously 


carried, IT WAS DULY RESOLVED that Five Hundred Thousand 
(500, 000) shares of the capital stock of the Company be and the same 
are hereby allotted as fully paid and non-assessable to the Shareholders 
of Pitt Petroleums Ltd. (in Voluntary Liquidation) in accordance with 
their several and respective entitlements thereto as specified in the 
certificate of Paul D. Bowlen, Liquidator of Pitt Petroleums Ltd., part 
of Schedule "B" hereto; that the issue price of the said 500, 000 shares 
be and the same is hereby fixed at 85% of the closing market price : 
therefor as published by the Toronto 

[4518] 
Stock Exchange on the 2nd day of December, 1955, (to wit: $3. 75 per 
share) which is Three Dollars and Nineteen Cents ($3. 19) per share, 
for a total price of $1, 595, 000, of which $500, 000. 00 applies to Capital 
Stock account and $1, 095, 000. 00 to Capital Surplus account; and IT WAS 
FURTHER RESOLVED that the cost of the said assets to the Company 
be and the same is hereby fixed at $1, 595, 000, distributed as follows: 
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cash $8, 359. 52, demand notes receivable $28, 750, batteries and well 
equipment at cost of predecessor $210, 590. 23 and for the leases and 
reservations acquired in the deal $1, 347, 300. 25. 
AMERICAN STOCK EXCHANGE 

After discussion, UPON MOTION regularly made, seconded and 
unanimously carried, IT WAS DULY RESOLVED that application be 
made to the American Stock Exchange for the listing of 500, 000 shares 
of the capital stock of this Company and that James William Maynard, 
President, Colin A. Campbell, Vice-President, Sidney A. Chalu, 
Executive Vice-President and Comptroller, John T. Symons, Secre- 
tary, or George E. Buchanan, Treasurer, or any one of them, be 
authorized by the Company to sign said application, to make such 
changes therein, or in any documents or agreements relative thereto, 
as may be necessary to conform with requirements for listing, and to 
appear (if requested) before the Committee on Securities of said Ex- 
change. 

DE POSITORS MUTUAL OIL DEVELOPMENT COMPANY 

The report of Dooley Engineering Company upon the Jordan prop- 
erties in Oklahoma for the acquisition of which Mr. Samuel Ciglen, our 
solicitor, had been instructed to negotiate with Mr. Robert M. Jordan 
and/or Depositors Mutual Oil Development Company, was read to the 
meeting and analyzed. It appeared from said report that the proven re- 
serves as at November Ist, 1955, net to the interests under considera- 
tion, were estimated by Mr. Dooley as follows: Proven developed oil 
reserves 

[4519] 

1, 254, 000 barrels; proven undeveloped oil reserves 8, 216, 000 barrels; 
proven developed natural gas reserves 1, 672, 000 thousand cubic feet 
and proven but undeveloped natural gas reserves of 16, 495, 000 thousand 
cubic feet; the total of the proven developed and undeveloped reserves 
being 9, 470, 000 barrels of oil and 18, 495, 000 thousand cubic feet of 
natural gas. Gross income from the wells producing on the acreage in 
question was at the rate of $30,000 per month net to the interests as at 
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November ist, 1955, but with an increase of allowables by 15% for the 
months of December 1955 and January 1956 this should be pabtantially 
increased, | 
Mr. David L. Dooley, in reporting on the possibilities of the acre- 
. age under consideration, had pointed out that in his opinion there are 
possibilities for discovering new production on untested acreage as 
well as in horizons both deeper and shallower than the present produc- | 
ing reservoirs, particularly in the Bromide Sands which he believed to 
be present at deeper horizons particularly in the Newcastle Field. It 
was his opinion that potential production from reservoirs not yet dis- 
covered was 93, 600, 000 barrels of oil and 238, 500, 000 thousand cubic 
feet of gas. Tangible assets such as well equipment had a replacement 
value, in his opinion, of $300,000. The oil was selling at prices ranging 
from $2.46 to $2.90 per barrel and gas at 10¢ per thousand. | 
Mr. Ciglen informed the meeting that, for oil and gas selling at 
the prices aforementioned, the valuation of the reserves according to 


generally accepted standards for purchase is $1. 00 per barrel for the 
proven developed oil, 50¢ per barrel for the proven undeveloped oil, 4¢ 
per thousand for the proven developed gas and 2¢ per thousand for the 


proven undeveloped gas. 

On this basis of evaluation, the development oil reserves had a total 
value of $1, 254, 000, the undeveloped oil reserves $4, 108, 000, the de- 
veloped gas reserves $66, 880 and the undeveloped gas reserves $329, 900, 

[4520] 
placing a total value on the proven reserves of $5, 758, 780. To this 
must be added the value of the equipment and of the unproven leases. 

‘The Chairman informed the meeting that he had made a fairly 
comprehensive survey of the leases and wells under consideration dur - 
ing a recent visit to Oklahoma, and of particular interest to him was 
the difference in costs of development. In Alberta, oil well drilling 
to 8400' would cost some $300, 000 per well, while, according to ad- 
vice he had received, in Oklahoma the cost of a similar well could be 
estimated at between $125, 000 to $150, 000, so that to drill out the proven 
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locations would cost much less than 50¢ per barrel generally allowed 

as the difference between the $1.00 per barrel for developed and 50¢ 
per barrel for undeveloped oil reserves. He added that his examina- 
tion of the oil well maps for Oklahoma indicated the undeveloped leases 
comprised in the holdings under consideration were all in areas of great 
oil activity. The Chairman stated that he had satisfied himself that 

if we could acquire the acreage reported on by Mr. Dooley for a share 
consideration not exceeding 2, 000, 000 shares, the Company would be 
making a very good deal. This would establish our Company as an oil 
producing company with important revenue from production in Oklahoma 
and Manitoba, which would be at a rate in excess of $40, 000 per month. 
This income would enable the Company to drill offset locations and thus 
augment our gross revenue as further wells were drilled. As the Com- 
pany had no funds available to purchase production and most of its 
present holdings were considered valuable as natural gas holdings rather 
than oil, it was desirable that the Company acquire this acreage for 
shares, if a satisfactory deal can be made. 

Discussion followed, during which the Vice-President, Mr. Colin 
A. Campbell, advised the meeting that Mr. Wilson, who had recommended 
Mr. Dooley to us, had advised him after learning of Mr. Dooley's opin- 
ion of the holdings under consideration that his company, 

[4521] 
Okalta Oils Limited, would like to share with us in the acquisition and 
would be willing to allow us to share with them in certain leases in 
California which they were acquiring. It was the consensus that it would 
be too difficult to work out a satisfactory participation in view of the 
negotiations for acquisition by the issue of shares and that the Company 
should not entertain any partners at this time, the production being very 
much needed for our own expansion. 

Mr. Ciglen informed the meeting that Mr. Jordan had advised 
him that the leases and interests under consideration were being or had 
been transferred to Depositors Mutual Oil Development Company and 
any deal we made would be with said company. He was now prepared 
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to entertain an offer and had suggested 2,000,000 shares. Mr. Cigien 
said he had countered with 1, 500, 000 shares and thought he might be 
able to split the difference at 1,750,000 shares, which would be on a 
share for share basis, as Mr. Jordan had advised him there were or | 
would be 1, 750, 000 shares of Depositors Mutual issued and outstand- 
ing. : 

After further discussion, UPON MOTION regularly made, sec-. 
onded and unanimously carried, IT WAS DULY RESOLVED that Samuel 
Ciglen be and he is hereby authorized and empowered to continue the... 
negotiations for the acquisition of the acreage and interests reported 
on by David L. Dooley for a maximum consideration of 1, 750, 000 
shares of the capital stock of the Company. : 

* * ba cd 
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COMMISSION'S EXHIBIT NO. 183 
[Excerpts from minutes-of directors-and stockholders meet- 
ing of Great Sweet Grass Oils Limited from April 25, 1952 
through January 9, 1957. Bs 


& 


GREAT SWEET GRASS OILS LIMITED 
MEETING OF DIRECTORS 

MINUTES of a meeting of the Directors of Great Sweet Grass Oils 
Limited held in the Head Office of the Company, Suite 305, 100 Adelaide 
Street West, Toronto, Ontario, on Monday, the 25th day of April, 1955, 
at the hour of 11:30 o'clock in the forenoon, immediately following the 
Annual General Meeting of the Company's Shareholders. | 

There were present: | 


James W. Maynard 
Colin A. Campbell 
Jack A. Gilbert 
John T. Symons 
George E. Buchanan 


being a quorum of the Board, and by invitation of Mr. Maynard there 


were also present Messrs. Samuel Ciglen, the Company's solicitor, 
and Sidney A. Chalu, the Company's Comptroller. : 
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FORMALITIES 

UPON MOTION regularly made, seconded and unanimously car- 
ried IT WAS DULY RESOLVED that Mr. James W. Maynard preside at 
this meeting and that Mr. John T. Symons take the minutes. This they 
did accordingly. 

This being the first meeting of the directors held immediately 
following the annual meeting and all the directors being present, the 
Chairman declared the meeting regularly held without notice and prop- 
erly constituted for the transaction of business. 

ELECTION OF PRESIDENT 

The Chairman called for nominations to the office of President. 
Mr. James William Maynard was duly nominated. There being no 
further nominations, UPON MOTION regularly made, seconded and 
unanimously carried IT WAS DULY RESOLVED that nominations be 
closed and that the Secretary cast a single ballot for the election of 
James William 

[4884] 
Maynard to the office of President. This he did accordingly and the 
Chairman thereupon declared himself elected to the office of President 
of the Company, to hold such office until the next annual meeting of 
shareholders and until his successor is elected or appointed. 
APPOINTMENT OF MANAGING DIRECTOR 

UPON MOTION regularly made, seconded and unanimously car- 
ried IT WAS DULY RESOLVED that James William Maynard be and he 
is hereby appointed to the office of Managing Director of the Company, 
he to hold such office at the pleasure of the Board and to be paid for 
his services in this behalf at the same rate as heretofore. 

APPOINTMENT OF VICE-PRESIDENT 

UPON MOTION regularly made, seconded and unanimously carried 
IT WAS DULY RESOLVED that Colin A. Campbell be and he is hereby 
appointed to the office of Vice-President of the Company, he to hold 
such office until the next annual meeting of the shareholders and until 
his successor is appointed, his remuneration to be such as may be 
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agreed upon from time to time by the President. | 
APPOINTMENT OF EXECUTIVE VICE-PRESIDENT AND 
COMPTROLLER 
UPON MOTION regularly made, seconded and unanimously carried 
IT WAS DULY RESOLVED THAT Sidney A. Chalu be and he is hereby 
appointed to the office of Executive Vice-President and Comptroller on 
the same terms as heretofore. | 
APPOINTMENT OF SECRETARY | 
UPON MOTION regularly made, seconded and unanimously carried 
IT WAS DULY RESOLVED that John T. Symons, C.A., be and he is 
hereby appointed to the office of Secretary of the Company, to hold such 
office at the pleasure of the Board and to be paid for his services in - 
this behalf at the same rate as heretofore. 
[4885] 
APPOINTMENT OF TREASURER | 
UPON MOTION regularly made, seconded and unanimously carried 
IT WAS DULY RESOLVED that George E. Buchanan be and he is hereby 
appointed to the office of Treasurer of the Company, to hold such office 
at the pleasure of the Board and to be paid for his services in this behalf 
at the same rate as heretofore. 
APPOINTMENT OF ASSISTANT TREASURER 
UPON MOTION regularly made, seconded and unanimously carried 
IT WAS DULY RESOLVED that Mr. Morris Black be and he is hereby 
appointed to the office of Assistant Treasurer of the Company, he to 
hold such office at the pleasure of the Board and to be paid for his ser- 
vices in this behalf such remuneration as may be fixed by the President. 
* * * * * | * 
[4914] | 
GREAT SWEET GRASS OILS LIMITED 
MEETING OF DIRECTORS 
MINUTES of a meeting of the Directors of Great Sweet Grass Oils 
Limited held in the Executive Offices of the Company, Suite 305, Con- 


course Building, 100 Adelaide Street West, City of Toronto, Ontario, 
| 
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on Tuesday the 29th day of November, 1955, at the hour of 3:30 o'clock 
in the afternoon. . 
* * * * * * 
[4919] 

DE POSITORS MUTUAL OIL DEVELOPMENT COMPANY 

The Chairman reported to the meeting that he had learned from 
our solicitor, Mr. Samuel Ciglen, that there might be an opportunity 
available to our company to acquire substantial oil and natural gas re- 
serves and production in Oklahoma for a share consideration, follow- 
ing which, after consultation with his fellow directors, he had recom- 
mended and authorized the employment of David L. Dooley, Consulting 
Petroleum Engineer of Oklahoma City, to investigate the oil and gas 
leases concerned, to evaluate the proven developed and undeveloped re- 
serves of oil and natural gas and to indicate the potential of the prop- 
erties if a well-planned exploration and development program were 
carried out. 

The Chairman stated that he felt it was desirable to engage the 

[4920] 
services of an engineer who had extensive knowledge of the oil and gas 
areas of the State of Oklahoma and who had no previous connection with 
the present holders of the oil and gas leases under consideration so that 
his report would be entirely independent. To this end he had consulted 
Mr. John Wilson, a petroleum engineer of excellent standing, who was 
now the Vice-President and General Manager of Okalta Oils Limited, 
and Mr. Dooley had been highly recommended by him and through him 
we were able to engage Mr. Dooley to make an evaluation report. Be- 
fore his employment Mr. Ciglen, our solicitor, had obtained assur- 
ances that Mr. Dooley had no previous connection with the persons with 
whom he was negotiating on our behalf. 

Mr. Chalu informed the meeting that during one of his visits to 
Oklahoma City last summer he had a discussion with Mr. Robert M. 
Jordan, an attorney of that city as well as an oil operator, and he had 
been asked to recommend an attorney in Toronto, Ontario, experienced 
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in corporate matters and particularly in the formation of an oil com- 
pany, the requirements for primary distribution, listing on the Toronto 
Stock Exchange etc., and had recommended Mr. Samuel Ciglen. He 
understood Mr. Ciglen had met with Mr. Jordan in Toronto and hag been 
advising him. He learned from Mr. Ciglen that he was impressed with 
Mr. Jordan's holdings, that Mr. Jordan proposed putting them all into 
a company known as Depositors Mutual Oil Development Company of 
Oklahoma, and that he proposed to finance this company publicly. He 
had also learned from Mr. Ciglen that Mr. Jordan was apparently ex- 
periencing some difficulty in arranging finances for this company. 

Mr. Chalu stated that Mr. Ciglen had then suggested to the offi- 
cers of our Company that in view of these circumstances, if avthorized 
so to do, Mr. Ciglen would approach Mr. Jordan to see if he would enter- 
tain a proposal for amalgamating the holdings with our Company ona 
share basis. : 

14921) | 

The Chairman added that, after consultation with his fellow offi- 
cers and directors, Mr. Ciglen had been so authorized. He had re- 
ported to him that Mr. Jordan was receptive to the proposal but would 
not enter into negotiation unless and until the Company made its own 
independent investigation of the holdings, and that he would not bind 
himself to any deal and desired to be free to continue his negotiations 
for financing his company. However, he had agreed to and had delivered 
to Mr.. Dooley descriptions of the wells drilled, production, : records, 
etc. Mr. Dooley had made a preliminary report, from which it ap- 
peared there were 38 completed and producing wells and 48 proven but 
undrilled locations. The producing wells as at November ist, 1955, 
had unrecovered reserves of 1, 254, 000 barrels of oil and 1, 672, 000 
thousand feet of gas. The reserves to be recovered from the 48 addi- 
tional proven locations were estimated at 7, 116, 000 barrels of oil 
and 16, 495, 000 thousand cubic feet of gas. Total proved reserves 
were therefore estimated at 8, 270, 000 barrels of oil and 18, 167, 000 
thousand cubic feet of gas. Mr. Dooley considered the acreage offered 
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on Tuesday the 29th day of November, 1955, at the hour of 3:30 o'clock 
in the afternoon. 

* * * * * * 

[4919] 

DE POSITORS MUTUAL OIL DEVELOPMENT COMPANY 

The Chairman reported to the meeting that he had learned from 
our solicitor, Mr. Samuel Ciglen, that there might be an opportunity 
available to our company to acquire substantial oil and natural gas re- 
serves and production in Oklahoma for a share consideration, follow- 
ing which, after consultation with his fellow directors, he had recom- 
mended and authorized the employment of David L. Dooley, Consulting 
Petroleum Engineer of Oklahoma City, to investigate the oil and gas 
leases concerned, to evaluate the proven developed and undeveloped re- 
serves of oil and natural gas and to indicate the potential of the prop- 
erties if a well-planned exploration and development program were 
carried out. 

The Chairman stated that he felt it was desirable to engage the 

[4920] 
services of an engineer who had extensive knowledge of the oil and gas 
areas of the State of Oklahoma and who had no previous connection with 
the present holders of the oil and gas leases under consideration so that 
his report would be entirely independent. To this end he had consulted 
Mr. John Wilson, a petroleum engineer of excellent standing, who was 
now the Vice-President and General Manager of Okalta Oils Limited, 
and Mr. Dooley had been highly recommended by him and through him 
we were able to engage Mr. Dooley to make an evaluation report. Be- 
fore his employment Mr. Ciglen, our solicitor, had obtained assur- 
ances that Mr. Dooley had no previous connection with the persons with 
whom he was negotiating on our behalf. 

Mr. Chalu informed the meeting that during one of his visits to 
Oklahoma City last summer he had a discussion with Mr. Robert M. 
Jordan, an attorney of that city as well as an oil operator, and he had 
been asked to recommend an attorney in Toronto, Ontario, experienced 
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in corporate matters and particularly in the formation of an oil com- 
pany, the requirements for primary distribution, listing on the Toronto 
Stock Exchange etc., and had recommended Mr. Samuel Ciglen. He 
understood Mr. Ciglen had met with Mr. Jordan in Toronto and has been 
advising him. He learned from Mr. Ciglen that he was impressed with 
Mr. Jordan's holdings, that Mr. Jordan proposed putting them all into 
a company known as Depositors Mutual Oil Development Company of 
Oklahoma, and that he proposed to finance this company publicly. He 
had also learned from Mr. Ciglen that Mr. Jordan was apparently ex- 
periencing some difficulty in arranging finances for this company. 

Mr. Chalu stated that Mr. Ciglen had then suggested to the offi- 
cers of our Company that in view of these circumstances, if authorized 
so to do, Mr. Ciglen would approach Mr. Jordan to see if he would enter- 
tain a proposal for amalgamating the holdings with our Company on a 
share basis. | 

[4921] | 

The Chairman added that, after consultation with his fellow offi- 
cers and directors, Mr. Ciglen had been so authorized. He had re- 
ported to him that Mr. Jordan was receptive to the proposal but would 
not enter into negotiation unless and until the Company made its own 
independent investigation of the holdings, and that he would not bind 
himself to any deal and desired to be free to continue his negotiations 
for financing his company. However, he had agreed to and had delivered 
to Mr. Dooley descriptions of the wells drilled, production, records, 
etc. Mr. Dooley had made a preliminary report, from which it ap- 
peared there were 38 completed and producing wells and 48 proven but 
undrilled locations. The producing wells as at November ist, 1955, 
had unrecovered reserves of 1, 254, 000 barrels of oil and 1, 672, 000 
thousand feet of gas. The reserves to be recovered from the 48 addi- 
tional proven locations were estimated at 7, 116, 000 barrels of oil 
and 16, 495, 000 thousand cubic feet of gas. Total proved reserves 
were therefore estimated at 8, 270, 000 barrels of oil and 18, 167, 000 
thousand cubic feet of gas. Mr. Dooley considered the acreage offered 
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as containing excellent prospects.: for the development of further re- 
serves, particularly from the Bromide Sands, which he believed to be 
present at horizons below producing horizons in the acreage. It was 
his opinion that there was a high potential and a possibility of potential 
production from reservoirs not yet discovered in the order of 
93, 600, 000 barrels of oil and 238, 500, 000 thousand cubic feet of gas. 
He stated that Mr. Dooley was again checking the leases, as it , 
appeared that there was additional acreage with unproven reserves to 
be considered and his estimates would be revised upward accordingly 
by probably 1, 000, 000 barrels or more of unproven oil reserves. The 
properties were located in the State of Oklahoma, in the North Hoover 
Field of Garvin County, the East Brady Field of Garvin County, the 
Short Junction - Newcastle Field of McClain County and the Union Valley 
and Evansville Fields of Logan County. 
[4922] 
The Chairman stated that the President was also conducting an 
investigation of the holdings. 
The Chairman stated that Mr. Ciglen had informed him that dis- 
cussions had now reached the state of negotiation. It was his opinion 
that our Company might have to go 2, 000, 000 shares to acquire the 
holdings. However, if authorized so to do, he proposed suggesting 
1, 500, 000 shares. Before any deal could be made it would be necessary 
to increase the capital of the company so that shares would be available, 
and recommended that a special resolution be now passed authorizing 
an application for Supplementary Letters Patent increasing the capital 
by 2, 000, 000 shares, and that a meeting of shareholders be called to 
confirm such resolution, so that if Mr. Ciglen was successful in his 
negotiations on our behalf we would have the shares available to make 
the deal 
After discussion, UPON MOTION regularly made, seconded and 
unanimously carried IT WAS DULY RESOLVED that the actions of the 
officers of the Company in authorizing Samuel Ciglen to conduct nego- 
tiations with Robert M. Jordan and/or Depositors Mutual Oil 
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Development Company for the acquisition of certain oil and gas leases 
and interests in the State of Oklahoma for shares of the capital stock 
of our Company and the employment of David L. Dooley to evaluate the 
interests under consideration, be and the same are hereby xepifie, 





approved and confirmed. : 
* * * % x * 
[4948] 
GREAT SWEET GRASS OILS LIMITED 
MEETING OF DIRECTORS 


MINUTES of a meeting of the Directors of Great Sweet i Oils 
Limited, held in the Board Room, 1300 Concourse Building, 100 Ade- 
laide Street West, Toronto, Ontario, on Wednesday, the 28th day of 
December, 1955, at the hour of 10:30 o'clock in the forenoon. 

* % bs * * * 

DE POSITORS MUTUAL OIL DEVELOPMENT COMPANY 

Mr. Ciglen reported to the meeting that he had been : 

[ 4949] 
successful in concluding an agreement for the purchase of all the assets 
of Depositors Mutual Oil Development Company subject to its liabilities 
for 1, 750, 000 shares of the capital stock of our Company to be distributed 
pro rata on a share for share basis amongst the shareholders of said 
company, all pursuant to and on the terms as set forth in the agreement 
datedDecember 24th, 1955, which was read to the meeting. He further 
reported that instructions had been given for the incorporation of Great 
Sweet Grass Oils Company in Oklahoma as a wholly-owned subsidiary 
and he had directed the transfer of the assets to said subsidiary. He 
had engaged Mr. Clarence Black, attorney of Oklahoma City, a member 
of the firm of Ames, Daugherty, Bynum & Black, for this purpose and 
to complete the transfers to said subsidiary in accordance with the 
agreement and had given all necessary written instructions accordingly. 
‘He reported that Mr. Irwin Frumberg of M. Mac Schwebel's office had 
attended at Oklahoma City with him and assisted in drawing the said 
agreement and had satisfied himself after investigation that, provided 
| 
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the shareholders of Depositors Mutual approve the transaction and pass 
the appropriate resolution as set forth in the said agreement, the issu- 
ance of the 1, 750, 000 shares would be exempt from registration by 
virtue of an exemption afforded by Rule 133. He then tabled a certificate 
from Robert M. Jordan, President of Depositors, that the meeting had 
been held as set out in the agreement. 

After discussion, during which Mr. Ciglen referred to instructions 
which he had left for Mr. Chalu regarding the take-over, setting up 
of books and records, etc., UPON MOTION regularly made, seconded 
and unaninfously carried, IT WAS DULY RESOLVED that the agreement 
entered into with Depositors Mutual Oil Development Company on the 
24th day of December, 1955, a copy of which appears as Schedule "A" 
to these minutes, be and the same is hereby ratified and approved; that 
the transaction be carried out in accordance with the terms thereof; 
and that the shareholders of Depositors having passed the resolution 
authorizing the sale, the 

[4950] 

distribution of the shares of Great Sweet Grass pro rata amongst its 
shareholders and the dissolution of said company as appears from the 
certificate of Robert M. Jordan, Schedule "B" to these minutes, and 
Messrs. Robert M. Jordan and Eugene Jordan having executed their 
written agreement as to titles, Schedule "C" to these minutes, 
1, 750, 000 shares of the capital stock of the Company be and the same 
are hereby allotted as fully paid and non-assessable to Depositors Mu- 
tual Oil Development Company, 1206 Exchange Avenue, Oklahoma City, 
Oklahoma, U.S.A., and certificates be issued accordingly. 

LISTING ON AMERICAN STOCK EXCHANGE OF 1, 750, 000 

SHARES 

The Secretary presented a printed copy of listing application ap- 
proved by the American Stock Exchange on December 13th, 1955, Sched- 
ule "D" to these minutes. 

‘The Chairman advised the meeting that a formal resolution cover- 
ing the listing of the said 1, 750, 000 shares on the American Stock 
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Exchange was required. 
After discussion and UPON MOTION regularly made, seconded 
and unanimously carried, IT WAS DULY RESOLVED that avptieation be 
made to the American Stock Exchange for the listing of 1, 750; 000 
shares of the capital stock of this Company and that James William May- 
nard, President, Colin A. Campbell, Vice-President, Sidney A. Chalu, 
Executive Vice-President and Comptroller, John T. Symons, Secre- 
tary, or George E. Buchanan, Treasurer, or any one of them, be 
authorized by the Company to sign said application, to make such changes 
therein, or in any documents or agreements relative thereto, as may 
be necessary to conform with requirements for listing, and to appear 
(if requested) before the Committee on Securities of said Exchange. 
* * me a oe e 
[5025] 
GREAT SWEET GRASS OILS LIMITED 
MEETING OF DIRECTORS 
MINUTES of a meeting of the directors of Great Sweet Grass Oils 
Limited held at the head office of the Company, 305 Concourse Build- 
ing, 100 Adelaide Street West, Toronto, Ontario, on Monday, the 7th 
day of January, 1957, at the hour of 2:30 o'clock in the afternoon. 
* * * * 1 | * 
[5026] : 
The Chairman then stated that he had reviewed with the —- 
solicitors in Toronto the progress of events and had had numerous dis- 





cussions with them, as had other directors, on the matters presented 
from time to time during the course of the public hearing as set forth 
in the transcripts, and was satisfied that while it was disclosed in the 
testimony during the public hearing that substantially all of the shares 
issued by our Company to the shareholders of Pitt Petroleums Limited 
and Depositors Mutual Oil Development Company had been widely re- 
distributed in the United States of America, none of the present officers 
or directors of the Company had any knowledge of such re-distribution 
prior to such public hearing, nor had the Company nor any of them 








286 


[ 5026] 
directly or indirectly 
[ 5027] 
participated in such re-distribution. The Company had relied upon the 
opinion of American counsel that the said transactions and also the 
transaction with Torny Financial Corporation Limited referred to in the 
proceedings were exempt from the registration provisions of the Securi- 
ties Act, 1933. However, it had been pointed out to the Chairman and 
the other directors of the Company that if in fact no exemptions were 
available to the Company, the re-distribution might be considered in 
violation of the registration provisions of the Securities Act, 1933, in 
which event, under the laws of the United States of America, some lia- 
bility might attach to the Company under Section 12 (1) of the Securities 
Act, except to the extent that any actions were barred by Section 13 of 
said Act, but that under Canadian laws it is doubtful that any Canadian 


court would enforce any liability against the Company. 
7 * x * * * 


[ 5048] 
COMMISSION'S EXHIBIT NO. 187 

[ Letter dated December 14, 1955, from Great Sweet 

Grass Oils Limited to Premier Trust Company, trust 

agents, | 

December 14th, 1955 

Premier Trust Company, 
19 Richmond St. West, 
Toronto, Ont. 


Dear Sirs:- 


You are hereby authorized and directed to hold to the order of or » 
to issue certificates for fully paid shares of the capital stock of:- 
GREAT SWEET GRASS OILS LIMITED 
to the following person(s) for the number of shares set opposite the 
name(s) hereunder. 
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We certify that these shares have been allotted to the person(s) 
named, that the Company has received the full consideration therefor, 
and that they are therefore, fully paid and non-assessable. : 

And we also certify that the said allotment is not made consequent 
upon a direction given by an optionee or other party primarily entitled 
to ownership in said shares, but that it constitutes the first transaction 
having the effect of creating ownership, control or the right to receive 
such shares. : 

500, 000 


Name Address 
As per list attached 
Dated at Toronto this 14th day of December, 1955. 


Great Sweet Grass Oils Ltd. 
"G. E. Buchanan" (Signed) 
"J. T. Symons" (Signed) 

Seal of Great Sweet Grass Oils Limited 
We hereby certify the foregoing, with two-page | 


list attached, to be a true and correct copy of 





the original. 
THE PREMIER TRUST COMPANY 
/s/ (Mlegible) 
[ 5049] | 
| 
Name of Shareholder 10608 - 129th St., 150, 000 
Walter R. Wiebe Edmonton, Alta. 
Don R. Brandt 13904 - 106th Ave., | 
Edmonton, Alta. 122, 501 
Jerry S. Starck 8922 - 120th St., | 
Edmonton, Alta. 122, 501 
William O. Parlee 304 Bank of Commerce | 
Bldg 
Edmonton, Alta. | 494 
M. Phyllis Armstrong 304 Bank of Commerce 
Bldg 
Edmonton, Alta. 252 
Louie McKechnie 304 Bank of Commerce ! 
Bldg ! 
Edmonton, Alta. _ 252 
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Name of Shareholder 


R. B. Lawson 


Elsie Andruko 


Jack A. Russell 


John R. Lauder 


W. D. Marshall 


Earl McArthur 


Robert Barrett 


J. H. Smith 


Lee Lobdell 


D.C. L. Jones 


A. Y. Younie 


Seal of 
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10515 - 132nd St. , 


Edmonton, Alta. 250 
10631 - 104th St., 

Edmonton, Alta. 250 
14011 - 101st Ave., 

Edmonton, Alta. 100, 500 
11752 University Ave., 

Edmonton, Alta. 250 
11520 - 78th Ave., 

Edmonton, Alta. 250 
9718 - 72nd Ave., 

Edmonton, Alta. 250 
10544 - 110th St., 

Edmonton, Alta. 250 
11724 University Ave., 

Edmonton, Alta. 250 
11107 - 90th Ave., 

Edmonton, Alta. 250 
9214 Connors Road 

Edmonton, Alta. 500 
304 Bank of Commerce Bldg 
Edmonton, Alta. 250 


Great Sweet Grass 


Oils Limited 


Nettie Rumball 
Ellen G. Oaks 


Marilyn Wahl 


Seal of 


"J. T. Symons" (Signed) 
[ 5050] 


304 Bank of Commerce Bldg 
Edmonton, Alta. 250 


304 Bank of Commerce Bldg 
Edmonton, Alta. 250 


304 Bank of Commerce Bldg 
Edmonton, Alta. 250 


Great Sweet Grass 


Oils Limited 


"J..T. Symons" (Signed) 
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RESPONDENT'S EXHIBIT NO, 9 
[ Pamphlet entitled "Liberal News Digest, Ontario, 
October, 1956" containing on the first page a picture 
of General Colin A. Campbell with a summary’‘of his 
life and activities, received in evidence 2/7/57, ] 


| October, 1 1956 

ONTARIO . | 

LIBERAL NEWS DIGEST ! 
[ Photograph bearing caption: Brig. Colin A. Campbell, D. s. a P 
O.B.E., P. Eng. ] 

.-. His Hobby Curling - But His Real Love, Politics 

... Polling Division is Basis of Organization 

...Here and There in the Province of Ontario | 

...A Glance Within the Young Liberal Fold | 

.«. The Story that Sounded a Little Different : 

...Seed that Fell on Fertile Soil in Waterloo | 
HIS HOBBY, CURLING - BUT HIS REAL LOVE, POLITICS © 

Our frontpiece for this issue concerns one of the best known per- 
sonalities in the Liberal Party in both provincial and national spheres -- 
Brigadier Colin A. Campbell, D.S.O., O.B.E., P.Eng. of Wood- 
bridge, Ontario, Treasurer of the Ontario Liberal Association, former 
Cabinet Minister in the Ontario Legislature, former member of the 
House of Commons, distinguished ex-soldier, immediate Past Presi- 
dent of the Toronto and Yorks Liberal Association and a Liberal elec- 
tion campaigner par excellence whenever the call is sounded. 

The foregoing covers a good deal of territory but does no more 
than fringe the subject. If the writer were asked to name the man out- 
side Parliament who knows and is known by most people in the Ontario 
Liberal fold he would unhesitatingly name "Collie" Campbell. And 
let it be said that everyone calls and addresses him as "Collie". 

A mining consultant in private business which he will cheerfully 
"neglect" when an election is in the air, he is a man of immense drive 
and ability, remarkably well posted on all political subjects and with 
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a memory and capacity for detail that is remarkable. 

His history ? He was born at Sheddon, Ontario, of Scottish par- 
ents, attended Queen's University, entered mining and special field 
work with Hollinger, McIntyre and other companies and engaged in 
consulting practice in 1934. Was elected federally in Frontenac- 
Addington, 1934; re-elected 1935; resigned to enter the Hepburn Cabi- 
net as Member for Sault Ste. Marie and Minister of Public Works in 
1937. 

He enlisted as Second-Lieutenant with the Royal Canadian Engi- 
neers in 1939, and was rapidly promoted by virtue of sheer capacity 
and ability. He directed tunne and the buil of anti-tank defense 
operations in the United Kingdom and at Gibraltar, was awarded the 
O.B.E. in 1943, M.1.D. in 1944, D.S.O. in 1945 and Legion of Merit 
U.S.A. in 1945. Finally served as Chief Engineer, 1st Canadian Corps, 
in Italy and Holland. 

His weakness? Curling. And even that led him to the presidency 
of the Dominion Curling Association in 1947 and 1948, and he is chair- 
man of the committee in Canada to look after the Scots Curling Team, 
during their visit in January and February, 1957. 

What amazes his friends is where he gets the time to do all he 
does do and how well he does it. 
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[5242] : 
UNITED STATES OF AMERICA 


Before The 
SECURITIES AND EXCHANGE COMMISSION 


Federal Register Copies Mailed 11-16-56 : 
[Securities & Exchange Comm. Mailed for Service Nov 16, 1956] 


[Reg. No. 812660 
812661 
812662] 


| 


In the Matter of 


GREAT SWEET GRASS OILS : THIRD AMENDED ORDER AND NOTICE 
LIMITED : 


OF HEARING UNDER SECTION 19(a) 
: (2) OF THE SECURITIES EXCHANGE 
File No. 1-3827 : ACT OF 1934 
I. 

Great Sweet Grass Oils Limited (hereinafter called registrant”), 
a corporation organized and incorporated under the laws of the Province 
of Ontario, Dominion of Canada, registered its capital stock, $1 par 
value, with the American Stock Exchange on November 22, 1954, on 
Form 10, pursuant to Section 12 of the Securities Exchange Act of 
1934 (hereinafter called "the Act") and the rules and regulations adopted 
by the Commission thereunder and filed a duplicate original of Form 
10 with the Commission on that date. The registration of such securi- 
ties became effective on December 23, 1954, and such securities were 
admitted to trading on the American Stock Exchange on January 10, 
1955. 2 | 

rs ! 

On January 24, 1956, registrant filed with the Commission a 
current report on Form 8-K, pursuant to Section 13 of the Act, for the 
month of December, 1955. On October 17, 1956, registrant filed with 
the Commission amendment No. 2 to said Form 8-K. On October 24, 
1956 registrant filed with the Commission a request to withdraw said 
Form 8-K, as amended, and concurrently therewith registrant filed 
amendment No. 3 to said Form 8-K as a current report for the month 
of December, 1955. The Commission has reason to believe that the 
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Form 8-K and amendments so filed were false and misleading in the 
following regards: 

1. In stating in the original Form 8-K that registrant acquired 
assets from Depositors Mutual Oil Development Company, an Oklahoma 
corporation (hereinafter called "Depositors"), consisting of 9, 470, 000 
barrels of proven oil reserves, 18,167 MCF proven gas reserves, 

93, 600, 000 barrels of unproven oil reserves and 238, 500 MCF of un- 
proven gas reserves. 
[ 5243] 

2. In stating in the original Form 8-K that registrant acquired 
assets from Pitt Petroleums, Ltd., an Alberta corporation (hereinafter 
called Pitt"), which included 155, 351 barrels of probable additional 
oil. 

3. In stating in amendment No. 2 that registrant acquired assets 
from Depositors which included 8, 216, 000 barrels of net proved oil 
reserves classified as "undeveloped" and 16, 495 MCF of net proved 
gas reserves classified as "undeveloped. " 

4. In representing in amendment No. 2 that the fair value of the 
properties acquired from Depositors, including estimated values of 
unproven properties, was $6, 562, 500. 

5. In omitting to state in amendment No. 3 on registrant's own 
responsibility any amount of oil and gas reserves acquired from Depos- 
itors but in attaching as an exhibit to said amendment No. 3 geological 
reports which are ambiguous and conflicting as to the amount of oil 
and gas reserves acquired from Depositors. 

6. In attaching to amendment No. 3 a geological report which 
represents that the assets acquired by registrant from Pitt included 
155, 351 barrels of probable additional oil. 

7. In representing that the assets of Depositors were acquired 
by registrant as a result of arms-length bargaining and that there was 
no material relationship between registrant, its officers, directors or 
associates and Depositors, its officers, directors or associates. 

8. In representing that the issuance and sale of 1,750,000 shares 


— [5244] 
of registrant's capital stock to Depositors for its assets was an exempt 
transaction under the Securities Act of 1933 and not required to be 
registered thereunder. | 

9. In representing that Depositors had operated the oil' and gas 
properties acquired by registrant and in not disclosing that Depositors 
was organized for the purpose of acting as a conduit of the properties 
from Jordan Petroleum Company, an Oklahoma corporation, and others 
to registrant and that registrant and stockholders of Depositors intended 
to make a public distribution of registrant's shares issued to Depost- 
tors for its assets. 

10. In representing that the assets of Pitt were acquired by 
registrant as a result of arms-length bargaining and that there was 
no material relationship between registrant, its officers, directors 
or associates, and Pitt, its officers, directors or associates, 

[ 5244] | 

11. In representing that the issuance and sale of 500, 000 shares 
of registrant's capital stock to Pitt for its assets was an exons trans- 
action under the Securities Act of 1933 and not required to be registered 
thereunder. 

I. 

On May 16, 1956, registrant filed with the Commission an annual 
report on Form 10-K, pursuant to Section 13 of the Act, for the fiscal 
year ended December 31, 1955. On June 25, 1956 registrant filed an 
amendment to said Form 10-K. On October 24, 1956, registrant filed 
with the Commission a request for withdrawal of said Form 10-K and 
concurrently therewith filed a revised Form 10-K for its fiscal year 
ended December 31, 1955. The Commission has reason to believe that 
said Forms 10-K, as originally filed, as amended and as revised, 
were false and misleading and did not comply with the rules and regu- 
lations of the Commission with respect to the form and content of such 
reports in the following particulars: 

1. The balance sheet included in the original Form 10-K falsely 
represented the value of the oil and gas properties to be acquired from 
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Depositors as being $6, 597, 500. 

2. The balance sheet included in the revised Form 10-K contains 
as an asset the oil and gas properties acquired from Depositors at a 
figure of $6, 597, 500 but a note to the balance sheet states that this figure 
is not intended to reflect the value of the properties acquired. 

3.. The financial statements included in the revised Form 10-K 
were incomplete and were not certified by manual signature of an inde- 
pendent public accountant as required by Rule 2-02 of Regulation S-X. 

4. The amendment filed on June 25, 1956 and the revised Form 
10-K filed on October 24, 1956 falsely represented that at the time of 
acquisition of the assets of Depositors there was no relationship between 
registrant, its officers or directors and Depositors, its officers or di- 
rectors and that the determination of the fair value of such assets and 
the price paid therefor resulted through arms-length bargaining between 
the. management and the respective companies. 

5. The amendment filed on June 25, 1956 represented that J. P. 
Cannon & Co., Limited, members of the Toronto Stock Exchange, on 
December 31, 1955 held 2, 218,638 shares of record whereas the revised 
Form 10-K filed on October 24, 1956 represented that said J. P. Cannon 
& Co., Limited owned 4, 218, 638 shares of record on December 31, 
1955. 

[ 5245] 

6. The amendment filed on June 25, 1956 and the revised Form 
10-K filed on October 24, 1956 falsely represented that Torny Financial 
Corporation Limited was not an affiliate of the registrant or controlled a 
by any of the officers or directors of the registrant. 

7. The amendment filed on June 25, 1956 and the revised Form 
10-K filed on October 24, 1956 falsely represented that at the time of 
the acquisition of the assets of Pitt there was no relationship between 
registrant, its officers or directors and Pitt, its officers or directors, 
and that the determination of the fair value of such assets and the price 
paid therefor resulted through arms-length bargaining of the respective 
companies. 
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On September 21, 1955, registrant filed with the Commission a 
current report on Form 8-K for the month of August 1955. The Com- 
mission has reason to believe that said Form 8-K was false and mislead- 
ing in the following regards: 

1. In stating that Torny Financial Corporation (hereinaiter called 
"Torny") was not an affiliate of, nor controlled by an officer or director 
of registrant. | 

2. In representing that the issuance and sale of 500, 000 shares 
of registrant's capital stock to Torny was not intended for distribution 
within the United States, its territories or possessions. : 

IT IS ORDERED that a public hearing, pursuant to Section 19(a) (2) 
of the Act, be held at 10:00 A.M., E.S.T., on Monday, November 26, 
1956, in Room 193 at the offices of the Commission, 425 Second Street, 
N. W., Washington, D.C., to determine whether it is necessary or 
appropriate for the protection of investors to suspend for a period not 
exceeding twelve months, or to withdraw, the registration of the capital 
stock of registrant on the American Stock Exchange for failure to comply 
with Section 13 of the Act and the rules and regulations adopted there- 
under as set forth in paragraphs II to IV above and further to rule upon 
the request for withdrawal of the documents specified in such request 
filed on October 24, 1956. | 

IT IS FURTHER ORDERED that Mr. James G, Ewell is ‘hereby 
designated and assigned as Hearing Officer in this proceeding and is 
authorized to exercise the powers and perform the duties specified in 
the Rules of Practice of the Commission andany other duties which he 
may be authorized to perform in accordance with law. : 

[ 5246] 

NOTICE OF SUCH HEARING is hereby given to sagtetele, the 
American Stock Exchange and to any other person or persons whose 
participation in such proceedings may be necessary or appropriate 
in the public interest or for the protection of investors. Any such fur- 
ther persons desiring to be heard in such proceedings should file with 
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the Hearing Officer or the Secretary of the Commission on or before 
November 21, 1956, his application therefor as provided by the Rules 
of Practice of the Commission, setting forth therein any of the above 
matters or issues of fact or law upon which he desires to be heard and 
any additional issues he deems raised by the aforesaid order. 
By the Commission. 
/s/ Orval L. DuBois 
Secretary 
(SEAL) 


[5247] 
FORM 8-K 
CURRENT REPORT 


Pursuant to Section 13 of THE SECURITIES 
EXCHANGE ACT OF 1934 


For the month of December, 1955 


GREAT SWEET GRASS OILS LIMITED 
(Exact name of registrant as specified in Charter) 
1300 Concourse Building, 100 Adelaide Street West 
Toronto, Ontario, Canada 
(Address of principal executive office) 
[U.S. Securities & Exchange Commission RECEIVED JAN 24, 1956 
3RD MAIL DOCKET, MAIL & FILES] 
[ 5248] 
FORM 8-K 
Item 2. Acquisition of Assets 
I. Pursuant to agreement dated November 26th, 1955 between 
the Company and Pitt Petroleums, Ltd. , a corporation organized 
under the laws of the Province of Alberta (hereinafter referred to as 
Pitt"), acceptance of which was confirmed by the Company on Decem- 
ber 2nd, 1955, the Company acquired all of the assets subject to 


sia [5248] 
liabilities of Pitt in consideration of the issuance to Pitt, pursuant toa 
plan adopted by the requisite majority vote of the shareholders of Pitt, 
inaccordance with the laws of the Province of Ontario, providing for the 
sale of all of Pitt's assets, subject to liabilities, to the Company for 
500, 000 shares of capital stock of the Company and for the pro, rata 
distribution of such shares to the shareholders of Pitt, at the rate of 
one share of capital stock of the Company for every four shares of 
capital stock of Pitt. (See Exhibit (B)(1).) | 

As of December 8th, 1955 the assets of Pitt (See Financial State- 
ment, Exhibit (a)(1) and Report of J. C. Sproule & Associates dated 
November 24, 1955 (attached to Exhibit (b)(1)) reflected recoverable 
oil reserves net to the Company's interest as of September 30, 1955 
of 1,419, 490 Barrels of Oil of which 673, 603 were considered Proven 
Developed, 590, 536 Proven Undeveloped and 155, 351 Probable Addi- 
tional. The records of Pitt reflect the expenditure of $210, 590. 23 to 
place eight wells on production from which there was produced through 
September 30, 1955, 46, 283 Barrels of Oil net to the Company's interest. 
This acquisition also provided the Company with twelve additional well 
sites which it intends to drill and also Crown Petroleum and Natural 
Gas Rights in approximately 100, 000 Acres in the Province of Ontario. 

At the time of the Pitt acquisition there was no relationship be- 
tween the Company or any of its officers or directors and Pitt or any 
of its officers or directors and the determination of the fair value of 
the assets being acquired by the Company and the price to be paid 
therefor resulted through arms-length bargaining between the manage- 
ment of the respective companies. 

The Company intendsta continue to operate the properties ac- 
quired from Pitt for the same purposes Pitt operated them, i. e. the 
exploration, development and production of natural gas and oil. 

Il. Pursuant to agreement dated December 24, 1955 between the 
Company and Depositors Mutual Oil Development Company, a corpora- 
tion organized under the laws of the State of Oklahoma (hereinafter re- 
ferred to as 'Depositors"), the Company acquired through its wholly- 
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owned subsidiary Great Sweet Grass Oil Co., a corporation organized 
under the laws of the State of Oklahoma (hereinafter referred to.as 
“Subsidiary") all of the assets subject to liabilities of Depositors, upon 
the issuance to Depositors, pursuant to a plan adopted by the requisite 
majority vote of the shareholders of Depositors, in accordance with the 
laws of the State of Oklahoma, for 1, 750, 000 shares of capital stock 
of the Company and for the pro rata distribution of such shares to the 
shareholders of Depositors, at the rate of one share of the capital stock 
of the Company for every one share of the capital stock of Depositors. 
As of December 31, 1955 the assets of Depositors (See Financial 
Statement Exhibit (a)(2) and Report of Dooley Engineering Co. dated 
November 20, 1955, as amended on January 4, and 8, 1956 attached to 
Exhibit (b)(2) as Exhibit (b) reflect recoverable oil and gas reserves net 
to the Company's interest as of November 20, 1955 as follows: 


Oil (Bbl) Gas (MMCF) 
Proven Reserves: 9, 470, 000 18, 167 
Unproven Reserves: 93, 600, 000 238, 500 
[ 5249] 


The records of Depositors reflect the existence of 38 producing 
wells with 52 additional well sites. Present production is at a rate of 
over $40, 000. a month net to the Company's interest. 

At the time of the Depositors acquisition there was no relation- 
ship between the Company or any of its officers or directors and Deposi- 
tors or any of its officers or directors and the determination of the fair 
value of the assets being acquired by the Company and the price to be 
paid therefor resulted through arms-length bargaining between the 
management of the respective companies, 

The Company intends to continue to operate the properties ac- 
quired from Depositors for the same purposes Depositors operated them, 
i.e. the exploration, development, and production of natural gas and 
oil. 


*” * * y 
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FORM 8 


SECURITIES AND EXCHANGE COMMISSION 
Washington 25, D. C. 


AMENDMENT TO APPLICATION OR REPORT 
Filed Pursuant to Section 12, 13, or 15(d) of 
THE SECURITIES EXCHANGE ACT OF 1934 
GREAT SWEET GRASS OILS LIMITED 

(Exact name of registrant as specified in charter) 
AMENDMENT NO. 2 

The undersigned registrant hereby amends the following items, 
financial statements, exhibits or other portions of its current report 
for the month of December, 1955 on Form 8-K as set forth in the pages 
attached hereto: 

(List all such items, financial statements, exhibits or other por- 
tions amended) Item 2, 7 and 11 and 13 (a)(2). | 

[U.S. Securities & Exchange Commission RECEIVED OCT 17, 1956 

1ST MAIL DOCKET, MAIL & FILES] | 

* * * * 

[ 5349] 

Il. Pursuant to agreement dated December 24, 1955 between the 
Company and Depositors Mutual Oil Development Company, a corpora- 
tion organized under the laws of the State of Oklahoma (hereinafter re- 
ferred to as "Depositors"), the Company acquired through its wholly- 
owned subsidiary Great Sweet Grass Oil Co., a corporation organized 
under the laws of the State of Oklahoma (hereinafter referred to as 
"Subsidiary") all of the assets subject to liabilities of Depositors, upon 
the issuance to Depositors, pursuant to a plan adopted by the! requisite 
majority vote of the shareholders of Depositors, in accordance 
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with the laws of the State of Oklahoma, for 1, 750, 000 shares of capital 
stock of the Company and for the pro rata distribution of such shares 
to the shareholders of Depositors, at the rate of one share of the capital 
stock of the Company for every one share of the capital stock of Deposi- 
tors. 

% * a * * 

[5351] 

(e)(1) The issuance of 500, 000 shares of the Company's Capital 
Stock Par Value $1.00 per share to Pitt (See Item 2(I) above) was not 
registered by virtue of Rule 133 of the Securities Act of 1933, as 
amended, inasmuch as such shares were issued to Pitt, pursuant to 
a plan adopted by the requisite majority vote of the shareholders of 
Pitt, in accordance with the laws of the Province of Alberta, providing 
for the sale of all of Pitt's assets, subject to liabilities, to the Company 
for 500, 000 shares of capital stock of the Company and for the pro rata 
distribution of such shares to the shareholders of Pitt, at the rate of 
one share of capital stock of the Company for every four shares of 
capital stock of Pitt. 

(2) The issuance of 1, 750, 000 shares of the Company's Capital 
Stock Par Value $1.00 per share to Depositors (See Item 2 (II)) was 
not registered by virtue of Rule 133 of the Securities Act of 1933, as 
amended, inasmuch as such shares were issued to Depositors, pursuant 
to a plan adopted by the requisite majority vote of the shareholders of 
Depositors, in accordance with the laws of the State of Oklahoma, pro- 
viding for the sale of all of Depositors' assets, subject to liabilities, 
to the Company for 1, 750, 000 shares of capital stock of the Company 
and for the pro rata distribution of such shares to the shareholders 
of Depositors at the rate of one share of capital stock of the Company 
for every one share of capital stock of Depositors. 

(f) With respect to the above acquisitions, the registrant will 

credit the Capital Share Account $1.00 for each share issued and an 
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amount representing the difference between such aggregate par value 

and the fair value of such shares, less the expenses of the registrant 
incident to these acquisitions will be credited to the Capital Surplus 
Account. The fair value of such shares will be determined on the basis 
of the market price of shares on the dates of the acquisition and will 
therefore constitute the cost of the registrant's investment in such assets 
and properties. With respect to the Pitt acquisition the registrant has 
determined that the fair market value of its shares at the time of said 
acquisition was $3.19. With respect to the Depositors acquisition the 
registrant has determined that the fair market value of its shares at the 


time of said acquisition was $3.75. ! 
* * ak *« * | td 
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GREAT SWEET GRASS OILS LIMITED 


(Incorporated under the laws of the Province of Ontario) 


BALANCE SHEET 


AS A , 1955 
ASSET 
Current assets: 
‘Cash on hand and in banks 
Accounts receivable: . 
From associates in joint ventures $ 23,735.51 
Crude .oil sales 8,.294, 63 
Other 3,.345. 40 
Less: Allowance for doubtful account 1,851. 50 
Shareholders’ demand notes (Note 1) 
Inventory of casing, tubing and other supplies, at SOpHELNES 
replacement cost 
Deposits: 
Deposits with Department of Mines (refundable after certain condi- 
tions have been complied with) oe 
Cash 31,.875,.00 
Government of Canada bonds-cost (market value $24, 188. 00) 25, 000. 00 
Deposit with the Bank of Nova Scotia to guarantee the indebtedness of 
Hales Oil & Gas Ltd. (Note 2(c)) Government of Canada bonds: - cost 
(market value $15, 480. 00) , 
Accrued interest on bonds 
Investments: (Note 3) 
Investments in subsid companies, per statement 
Faed amet: Goa sn 
Oil and gas leases, rights and reservations: 
Producing 1, 048, 170. 50 
Non-producing 1, 081, 161. 48 
Wells (including intangible development costs and equipment): eg a 
Producing wells 244, 165. 72 
Standing wells 425, 326. 33 


Less: Accumulated depreciation, amortization and depletion (Note 5) 


Oil and gas properties to be acquired (Note 6) 

Interest in mining claims - cost 

Office furniture and equipment, at cost less accumulated depreciation 
of $770..00 (Note 5) 

Leasehold improvements, at cost less.$605. 00 written off | 








69, 854.10 


98, 524.04 
28, 750..00 


36, 875..00 


i 249.94 
PEs 


2, 129, 331.98 


669, 492. 05 
19, 513. 21 


> > 1 e 
6,.597, 500. 00 
4, 021. 75 


3, 384. 98 


1, 200. 00 


$ 136, 304. 00 


75, 953. 94 
1, 027, 260. 65 
106, 468. 90 


9, 385, 417. 55 


$10, 731, 409. © 
a 
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[5437] 
SCHEDULE V 


GREAT SWEET GRASS OILS LIMITED 
SCHEDULE OF PROPERTY, PLANT AND EQUIPMENT 
FOR THE YEAR ENDED DECEMBER 31, 1955 


Balance at. Additions Retirements Balance 
beginning at or Other at close 
Classification of period Cost Sales Changes of period 
Oil and gas leases, rights and reservations 
Producing  $ 1,624.00 (a) $1, 046, 546. 50 Nil Nil $1, 048, 170. 50 
Non-producing 787, 567. 83 (a) 342,209.65 $48,616.00 Nil 1, 081, 161.48 © 
Producing wells, including equipment 33, 408.92 (a) 210, 756. 80 Nil Nil 244, 165, 72 
Standing wells 396, 834. 04 28, 492. 29 Nil Nil 425, 326. 33 
Interest in mining claims Nil 4,021. 75 Nil Nil 4,021. 75 
Office furniture and equipment 3, 549. 98 605. 00 Nil Nil 4,154. 98 
Leasehold improvements Nil 1, 805. 00 Nil (b) ($605. 00) 1, 200. 00 


(a) Additions in 1955 include the assets of Pitt Petroleums Limited which were acquired. for 500, 000 
shares of its capital stock valued by the directors at $3.19 per share, being 85% of the closing 
market quotation at date of acquisition. The producing oil and gas properties acquired in this 
transaction were assigned a valuation of $1, 046, 546: 50, non-producing properties a valuation of 
$288, 253.25. Batteries and well equipment on producing wells acquired were valued at $210, 590. 23 
which was the cost paid by the predecessor company. In addition to the share consideration paid, 
the company incurred $15, 000. 00 in legal fees in connection with the acquisition and this amount 
has been charged to non-producing properties. 


(b) This amount represents 1/3 write-off of the cost of leasehold improvements to the company's office in 
Calgary, Alberta. The write-off has been combined with rent expense as a charge to profit and loss. 


During the latter part of 1955 the company was in the process of acquiring various interest in 
proven and unproven oil and gas acreage in the state of Oklahoma. The company issued 1, 750, 000 
Shares of its capital Stock, in the year 1955, for the purchase of this property but the closing date 
of this transaction was January 1, 1956 and this transaction is not reflected on this schedule. 

(See note 5 to financial statements. ) . % , 

















Balance at Additions Retirements Balance 
5 beginning at or Other at close 
Classification of period Cost Sales Changes of period 
Oil and gas leases, rights and reservations : 
Producing $ 1,624.00 (a) $1, 046, 546. 50 Nil Nil $1, 048, 170. 50 
Non-producing 787, 567. 83 (a) 342,209.65 $48,616. 00 Nil 1, 081, 161. 48 


Producing wells, including equipment 33, 408.92 (a) 210, 756. 80 Nil Nil 244, 165, 72 
396, 834. 04 28, 492. 29 Nil Nil 425, 326. 33 
Interest in mining claims Nil 4, 021.75 Nil Nil 4,021.75 
Office furniture and equipment 3, 549. 98 605. 00 Nil Nil 4,154. 98 
Leasehold improvements Nil 1, 805. 00 Nil (b) ($605. 00) 1, 200. 00 


Standing wells 


(a) 


(b) 
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SCHEDULE V 


GREAT SWEET GRASS OILS LIMITED 
SCHEDULE OF PROPERTY, PLANT AND EQUIPMENT 
FOR THE YEAR ENDED DECEMBER 31, 1955 


Additions in 1955 include the assets of Pitt Petroleums Limited which were acquired. for 500, 000 

hares of its capital stock valued by the directors at $3.19 per share, being 85% of the closing 
market quotation at date of acquisition. The producing oil and gas properties acquired in this 
transaction were assigned a valuation of $1, 046, 546, 50, non-producing properties a valuation of 
$288, 253.25. Batteries and well equipment on producing wells acquired were valued at $210, 590. 23 
which was the cost paid by the predecessor company. In addition to the share consideration paid 
the company incurred $15, 000. 00 in legal fees in connection with the acquisition and this amount 
has been charged to non-producing properties 


This amount represents 1/3 write-off of the cost of leasehold improvements to the company's office in 
Calgary, Alberta. The write-off has been combined with rent expense as a charge to profit and loss. 


During the latter part of 1955 the company was in the process of acquiring various interest in 
proven and unproven oil and gas acreage in the state of Oklahoma. The company issued 1, 750, 000 
shares of its capital stock, in the year 1955, for the purchase of this property but the closing date 
of this transaction was January 1, 1956 and this transaction is not reflected on this schedule. 

(See note 5 to financial statements. ) 
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[Securities & Exchange Comm. Mailed for Service APR 8, 1987 m 
[Reg. No. 812546, 812547, 812548] 
Securities Exchange Act Release No. 5483) 
[Securities & Exchange Comm, Mailed for Service APR 10 1987] 
[Reg. No. 812614, 812615, 812616] 
SECURITIES AND EXCHANGE COMMISSION 
Washington, D. C. 
April 8, 1957 ! 
In the Matter of | 


GREAT SWEET GRASS OILS LIMITED : FINDINGS AND 


Concourse Building : CATON THE 
100 Adelaide Street West ee 


Toronto, Ontario, Canada . | 


(File No. 1-3827) : ! 

and ; Federal Register copies 
KROY OILS LIMITED _ of order mailed 4-10-57 
Room 10, 328 a-8th Avenue West ' ! 
Calgary, Alberta, Canada : 


(File No. 1-3679) | : 
(Securities Exchange Act of 1934 - : 
Section 19(a)(2)) é 


REGISTRATION OF SECURITIES ON NATIONAL SECURITIES 
EXCHANGE 

Grounds for Withdrawal of Registration 

False and Misleading Reports | | 

Where corporations whose securities are registered on na- 
tional securities exchange filed reports with Commission pursuant 
to Section 13 of Securities Exchange Act of 1934 which were false 
and misleading in, among other things, claiming exemption from 
registration requirements of Securities Act of 1933 for such securi- 
ties, and overstating oil and gas reserves in their properties and 
the value of such properties, held, under all the circumstances the 


| 





CO ____... eee 


[ 5511] i 

protection of investors requires that registration of such securi- 
ties on the exchange be withdrawn. 

Claim to Exemption from Registration of Securities 

Under "No Sale" Rule 

Where exemption from registration requirements of Securi- 
ties Act of 1933 was claimed pursuant to so-called 

[5512] 

"no sale" rule (Rule 133) under that Act for securities of compan- 

ies exchanged for oil and gas properties of other companies, which 

exchanges were part of a scheme to distribute such securities 
without registration, held, "no sale" rule not applicable to such 
exchanges. 

APPEARANCES: 

George A. Blackstone, Irving Schiller, Ward L. Mauck, and 
William Haley, for the Division of Corporation Finance of the Commis- 
sion. 

Arthur D. Condon, Raymond C. Cushwa and Arthur J. Cerra, 
of Davies, Richberg, Tydings and Landa; and William D. Dickie, of 
Sanford and Dickie, for Great Sweet Grass Oils Limited and Kroy Oils 
Limited. 

Paul Halprin, for Cornelis de Vroedt. 

John J. O'Keefe and H. D. Mencher, for M. J. Shuck Company. 

Stanley Goldman, for G. F. Rothschild & Co., Inc. and Isidore J. 
Aberlin. 

Ellsworth C. Alvord and Earl R. Price, of Alvord and Alvord, for 
Charles M. Berman. 

Arthur M. Sonnerfield, for Murray Zwang. 

John W. Rutenberg, for duVal's Consensus, Inc. 

Edwin Tobolowsky, for Harold Hoffman and Theodore J. Smith. 

Hugh P. Mullen, for Malcolm L. Saunders. 





4a 


These are consolidated proceedings under Section 19 (a)(2) of the 
Securities Exchange Act of 1934 ("Exchange Act") to determine whether 





ee 
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| 
it is necessary or appropriate for the protection of investors to sus- 
pend for a period not exceeding twelve months, or to withdraw, the 
registration of the capital stock of Great Sweet Grass Oils Limited 
("Sweet Grass") and of Kroy Oils Limited ("Kroy") on the American 
Stock Exchange ("Exchange") for failure to comply with Section 13 of 
the Exchange Act primarily in that reports 

[5513] 

filed with us pursuant to that section contained false and misleading 
statements. 1/ The statements in issue concern claims to an exemption 
from registration under the Securities Act of 1933 ("Securities Act") 
of a total of 4, 250, 000 shares of the two companies, and estimates of 
the amount and value of oil and gas reserves, ! 


1/ Section 19(a)(2) of the Exchange Act provides in pertinent part: 


"The Commission is authorized, if in its opinion such 
action is necessary or appropriate for the protection of er 
tors - 


"(2) After appropriate notice and opportunity for hear- 
ing, by order. . . to suspend for a period not exceeding twelve 
months, or to withdraw, the registration of a security (on a 
national securities exchange) if the Commission finds that the 
issuer of such security has failed to comply with any provision 
of this title or the rules and regulations thereunder." | 


Section 13 of the Exchange Act requires issuers of securities 
registered on a national securities exchange to file current and 
annual reports with the exchange and the Commission. ‘The re- 
quirement that reports be filed necessarily embodies the re- 
quirement that such reports be true and correct. Cf. Lowell 
Niebuhr & Co. Inc., 18S.E.C. 471, 475 (1945). 


We suspended trading in the stocks of Sweet Grass and Kroy on 
the Exchange during these proceedings by a series of orders 
entered pursuant to Section 19(a)(4) of the Exchange Act, which 
provides in pertinent part: | 


"The Commission is authorized, if in its opinion such ac- 
tion is necessary or appropriate for the protection of investors - 


"(4) And if in its opinion the public interest so requires, 
summarily to suspend trading in any registered security on any 
national securities exchange for a period not exceeding ten days..." 





[5513] si 

After appropriate notice, extensive hearings were held before 
a hearing examiner, during the course of which the parties waived a 
recommended decision by the hearing examiner and respondents con- 
sented that the Division of Corporation Finance assist in the prepara- 
tion of our decision. Proposed findings and briefs were waived, and 
we heard oral argument, at which respondents submitted a memorandum 
brief in support of a suggested form of order. Thereafter, each re- 
spondent filed a supplemental brief and we heard additional oral argu- 
ment. On the basis of our review of the record we make the following 


findings. 


[5514] 


The Respondents 

Sweet Grass, which was incorporated under the laws of the Pro- 
vince of Ontario, Dominion of Canada, registered its capital stock, 
$1 par value, with the Exchange in November 1954, and the stock was 
admitted to trading on the Exchange in January 1955. 

Kroy, a corporation organized under the laws of the Province 
of Alberta, Dominion of Canada, registered its common stock, no par 
value, with the Exchange in June 1952, and the stock was admitted to 
trading on the Exchange in August 1952. In September 1952, Kroy 
registered its common stock, par value 20 cents, in lieu of the pre- 
viously registered stock, which registration became effective in October 
1952. 

The evidence shows that Sweet Grass controlled Kroy through 
interlocking directors and a management contract, and that Samuel 
Ciglen, a director and later president of Sweet Grass, and general 
counsel of the two companies, controlled both companies. Morris 
Black, who worked closely with Ciglen in the transactions hereinafter 
discussed, was treasurer of Sweet Grass, and Jack A. Gilbert, an 
associate in Ciglen's law firm, was a director of Sweet Grass and Kroy. 
Ciglen, Black and Gilbert resigned their positions in October 1956, 
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shortly after the Sweet Grass proceeding was instituted. 2/ 
[5515] 
Stock Distributions without Registration 

The orders instituting these proceedings allege that false and 
misleading statements were made in Sweet Grass's current reports 
for August and December 1955 and in its annual report for 1955, and 
amendments thereto, and in Kroy's current report for May 1956, con- 
cerning the issuance and sale of stock to ostensibly independent corpo- 
rations in exchange for oil and gas properties, the proposed public 
distribution of such stock in the United States, and a claimed exemp- 
tion of such stock from the registration requirements of the ‘Securities 
Act. It is further alleged that Sweet Grass's reports contained false 
and misleading statements concerning a distribution of its stock in 
this country through a Canadian underwriter without registration. 

The evidence shows that the exchanges of stock for properties 
were part of an overall scheme engineered by Ciglen to effect the illegal 
distribution of such stock in this country without registration. Such 
exchanges involved the ostensible issuance of 1, 750, 000 shares of Sweet 
Grass stock to Depositors Mutual Oil Development Company ("Deposi- 
tors"), 500,000 shares of such stock to Pitt Petroleums, Ltd. ("Pitt"), 
and 1, 500, 000 shares of Kroy stock to Coronet Development Corpora- 
tion ("Coronet"). ) 

1. Stock Distributions Through Depositors, Pitt and Coronet 

Robert M. Jordan, who with other persons owned certain oil and 
gas properties, agreed with Ciglen in November 1955 to sell such prop- 
erties to Sweet Grass for $2 million. Sweet Grass did not have the cash 
to pay this price and Ciglen himself proceeded to raise the necessary 
cash to pay Jordan the agreed-upon sum. Pursuant to Ciglen's instruc- 
tions, Jordan transferred the properties to Depositors, a dormant 


2/ ——Ciglen, Black and Gilbert did not appear to testify at the hearings 
although subpoenas were sent to them in Canada by registered 
mail, | 








[5515] ine 


corporation, and caused Depositors to issue 1, 750, 000 shares of its 
stock in the names of about thirty nominees of Jordan who paid nothing 
for such shares, 3/ 

Thereupon Depositors transferred the properties to Sweet Grass 
which directed the issuance of 1, 750, 000 shares of its stock to Deposi- 
tors. However, these shares in fact 

[5516] 
never reached Depositors or its dummy stockholders. In lieu of the $2 
million agreed upon price, Jordan accepted $1, 930, 000 from Ciglen and 
60, 000 shares of Sweet Grass stock. Ciglen spread the balance of 
1, 690, 000 shares among thirty-three residents of Canada (hereinafter 
referred to as "sub-underwriters"). Practically all such shares were 
thereafter distributed to the American public by three broker-dealer 
firms in New York City. 

Arrangements for these sales were made by one Charles Berman 
who claimed Jordan advised him of the Depositors deal and showed him 
the list of the sub-underwriters. Berman obtained verbal indications 
that at least 500, 000 shares were available for sale. Berman thereupon 
entered into an arrangement with George F. Rothschild & Co., Inc. 
("Rothschild"), a New York securities firm, whereby Berman would 
furnish Sweet Grass stock for over-the-counter sale and receive as 
"finder" 75% of the profits from such sales and in addition would receive 
a weekly salary of $500. 4/ 

An intensive sales campaign was then commenced by Berman and 
Rothschild. Lists of possible purchasers residing throughout the United 
States were bought from persons specializing in compiling such lists. 
Flamboyant sales literature, which republished information on oil and 
gas reserves contained in Sweet Grass's filings with the Exchange and 


3/ These nominees signed promissory notes for the Depositors stock 
but Jordan indemnified them against liability on the notes, which to- 
gether with the stock were later cancelled. 


4/ Berman's salary was later raised to $1, 000. 
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this Commission discussed later in this opinion, was prepared and 
mailed, and telephone calls were made to thousands of potential buyers. 
As the sales campaign progressed Rothschild enlarged its facilities 
and personnel, which had consisted of a three-room office and one or 
two salesmen, by adding twelve rooms, thirty salesmen, fifteen clerks, 
and fifty telephones. The monthly telephone bill averaged $40, 000 and 
postage expense ran around $800 a week. 

The other sub-underwriters with whom Ciglen had placed Sweet 
Grass shares communicated with Berman to arrange for the sale of 
their shares and thereafter sent Rothschild letters (referred to herein 
as "vendor letters") offering to sell their shares over the counter 
through Rothschild for a 15% commission. Because Rothschild had 
received more shares to sell than it could handle, Berman funnelled 
some of the business to another broker-dealer, Cornelis deVroedt, 

Inc. ("deVroedt"), on the understanding that for each share sold 
[5517] ! 

Berman would receive a "finder's fee" of three cents a share, and 

deVroedt would receive a commission of 14% DeVroedt's sales were 

made by use of the same techniques employed by Rothschild. 

In addition, another broker-dealer, Murray Securities Corpora- 
tion ("Murray"), received two vendor letters offering to sell 200, 000 
shares of Sweet Grass stock. Berman was paid a finder's fee for these 
shares. 


The vendor letters to the three brokerage houses were identical 


in form and language, and five of them were written on the same type- 
writer. Each stated that the proceeds should be remitted to the sub- 
underwriter. Four of the checks drawn by Rothschild and deVroedt 

to the sub-underwriters remitting proceeds of sales totalling $282, 876 
were endorsed over to the Ciglen law firm trust account. : 

The New York agent for one of the sub-underwriters, a Liechten- 
stein trust with a block of 300, 000 shares to sell, received delivery of 
such shares from Torny Financial Corporation ('"Torny"), a Toronto 
underwriting house controlled by Ciglen and Black. In addition, this 
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agent directed that payment for a block of 100, 000 shares of another 
sub-underwriter totalling $483, 841 be deposited in an American bank 
account of the Liechtenstein trust. From this deposit the sum of 

$337, 980 was paid to a New York brokerage house for a series of pur- 
chases of Sweet Grass shares on the Exchange for Torny's account, 
for which Black had placed the orders. The effect of Torny's pur- 
chases on the Exchange at the time that Ciglen, Black, and their asso- 
ciates were engaged in an over-the-counter distribution was to maintain 
or raise the price on the Exchange and facilitate the over-the-counter 
distribution at such price. 

During the period from February to May 1956, Rothschild, de- 
Vroedt and Murray sold a total of 1, 569, 160 shares of Sweet Grass, 
all of which came directly or indirectly from the 1, 690, 000 shares 
taken down by Ciglen in the Depositors transaction. These shares were 
sold at prices concentrated in the upper range of $3.65 to $5. 65 per 
share, and the total proceeds amounted to approximately $7, 750, 000. 
Additional proceeds of $390, 000 resulted from the sale of 121,695 shares 
by Murray pursuant to a vendor's letter fromanother Liechtenstein 
trust, some of which shares appear to have been obtained from those 
ostensibly issued to Depositors. Thus, public investors in this country 
paid about $8 million to 

[5518] 
finance an acquisition of properties by Sweet Grass costing under $2 
million in cash. An underwriting profit of about $5 million was realized 
after deducting brokers' commissions and the payment to the Jordan in- 
terests. 

Similar distributions pursuant to exchanges of stock for properties 
through corporate vehicles controlled by Ciglen and his associates were 
effected with respect to 500, 000 shares of Sweet Grass stock which were 
exchanged for oil and gas properties of Pitt, an Alberta corporation, 
and 1, 500, 000 shares of Kroy stock which were exchanged for oil prop- 
erties of Coronet, an Oklahoma corporation. 
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The distribution of the Sweet Grass stock involved in the Pitt trans- 
action was accomplished in early 1956 through Rothschild and Murray 
concurrently with the distribution of the shares issued in the Depositors 
transaction, and identical vendor letters from sub-underwriters were 
used. It resulted in the payment by the public of about $2, 440, 000 for 
Sweet Grass shares issued for properties which, as we show below, 
were worth considerably less than $1, 000, 000, anda substantial under - 
writing profit was made in this transaction. | 
Coronet had been a dormant company under another =) prior 
to Kroy's acquisition of its assets, and its few outstanding shares were 
held by Sidney A. Chalu, an officer and later director of Sweet Grass, 
and John A. Hext, an officer of Sweet Grass and later managing director 
of both Sweet Grass and Kroy. In early 1956 Ciglen paid Chalu $5, 000 for 
the company and pursuant to his instructions Chalu changed the company's 
name and increased its authorized capitalization to 3, 000, 000 shares, 
Ciglen installed one Michael Myerson as president, and 1, 500, 000 shares 
of Coronet stock were issued to 16 nominees who, as in the Depositors 
transaction, paid nothing for such shares. 5/ ! 
[5519] | 
In almost contemporaneous transactions Coronet acquired title to 
oil properties in Oklahoma and Louisiana for about $2, 200, 000 provided 
by Ciglen, Black and Myerson, and transferred title to Kroy ostensibly 
for 1, 500, 000 shares of its stock. Thereupon, Ciglen, Black and Myer- 
son took down the Kroy stock for distribution in the United States through 
the same technique used in the Depositors and Pitt transactions. Some 
of the vendor letters, including one signed by a clerk in Ciglen's law 
office, were written on the same typewriter as was used for five of the 
Sweet Grass vendor letters. | 


5/ These nominees signed promissory notes for the stock with the 
understanding that Myerson would hold them harmless from any 
liability on the notes. The notes and stock certificates were later 
cancelled, : 


| 
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Commencing in July 1956 Rothschild and deVroedt sold 650, 700 
shares of Kroy stock which came directly or indirectly from the shares 
taken down in the Coronet transaction for about $1,650,000. From these 
proceeds checks totalling $371, 773.94 were endorsed over to the Cig- 
len law firm trust account and an additional $190, 000 was paid to Ciglen 
personally. Previously 900, 000 shares taken down in the Coronet trans- 
action had been sold in the names of Liechtenstien trusts on the Toronto 
Stock Exchange for total proceeds of approximately $2,100,000. It is 
apparent that some of the shares sold on the Toronto Exchange were re- 
sold by Rothschild and deVroedt and that the underwriting profit in dis- 
tributing the shares taken down in the Coronet transaction was substan- 
tial 

Rothschild and deVroedt also sold 560, 000 shares of Kroy stock 
which came from shares purchased by Ciglen when he took over control 
of Kroy from the prior management in February 1956. The public paid 
approximately $1, 385, 000 for such shares, Checks for most of the net 
proceeds from these sales were endorsed over to the Ciglen law firm 
trust account. No exemption from registration was available for the 
shares sold to the public in these transactions, 

The Sweet Grass current report to us for December 1955 stated 
that the 1, 750, 000 shares involved in the Depositors transactions and 
the 500, 000 shares involved in the Pitt transaction were exempt from 
the registration provisions of Section 5 of the Securities Act by virtue of 
Rule 133 under that Act. 6/ The Kroy current report for May 1956 





6/ Section 5 of the Securities Act, as here applicable, makes it unlaw- 


ful to use the maiis or interstate facilities to sell a security unless ‘ 
a registration statement is in effect as to such security, or to offer 
to sella security unless a registration statement has been filed as is 
to such security. . 
Rule 133 provides: 
‘For purposes only of section 5 of the Act, no ‘sale’, ‘offer’, . 
‘offer to sell’, or ‘offer for sale‘ shall be deemed to be in- P 


volved so far as the stockholders of a corporation are con- 
cerned where, pursuant to statutory provisions in the State 
of incorporation or provisions contained in the certificate of 





ec 
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made a similar 
[ 5520] 

claim of exemption as to the 1, 500, 000 shares involved in the Coronet 

transaction. 

The theory of Rule 133 is that no sale to stockholders is involved 
where the vote of stockholders as a group authorizes a corporate act 
such as a transfer of assets for stock of another corporation, a merger 
or a consolidation because there is not present the element of individual 
consent ordinarily required for a "sale" in the contractual sense. How- 
ever, this does not mean that the stock issued under such a plan is 
"free" stock which need not be registered insofar as subsequent sales 
are concerned. Unless the Securities Act provides an exemption for 
a subsequent sale of such non-registered stock, registration would be 
required. Of course, subsequent casual sales of such stock by non- 
controlling stockholders which follow the normal pattern of trading in 
the stock would be deemed exempt from the provisions of Section 5 
of that Act as transactions not involving an issuer, ! 

[5521] | 
underwriter or dealer under the first clause of Section 4(1) Cf the 


6/ (continued from preceding page) 


incorporation, there is submitted to the vote of such stock- 
holders a plan or agreement for a statutory merger or con- 
solidation or reclassification of securities, or a proposal for 
the transfer of assets of such corporation to another person in 
consideration of the issuance of securities of such other per- 
son or voting stock of a corporation which is in control, as 
defined in section 368(c) of the Internal Revenue Code of 1954, 
of such other person, under such circumstances that the vote of 
a required favorable majority (1) will operate to authorize the 
proposed transaction so far as concerns the corporation whose 
stockholders are voting (except for the taking of action by the 
directors of the corporation involved and for compliance with 
such statutory provisions as the filing of the plan or agreement 
with the appropriate State authority), and (2) will bind all stock- 
holders of such corporation except to the extent that dissenting 
stockholders may be entitled, under statutory provisions or 
provisions contained in the certificate of incorporation, to re- 
ceive the appraised or fair value of their holdings, "' | 
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Securities Act. However, if the issuer or persons acting on its behalf 
participate in arrangements for a distribution to the public of any of the 
stock issued to stockholders or have knowledge of a plan of distribution 
by, or concerted action on the part of, such stockholders to effect a 
public distribution in connection with the transaction, a Section 4(1) 
exemption would not be available since an underwriting within the mean- 
irg of the statute would be involved. 

Where there is a pre-existing plan, as in this case, to use stock- 
holders merely as a conduit for distributing a substantial amount of 
securities to the public, Rule 133 can not be relied upon by the issuer. 
As stated by the United States District Court for the Southern District 
of New York in S.E.C. v. Micro-Moisture Controls, Inc., 7/ Rule 133 
is not applicable to an "exchange" of assets for stock which is "but a 
step in the major activity of selling the stock." Sweet Grass and Kroy 
are chargeable with knowledge of the plan of distribution and such knowl- 
edge required each company to register the securities if it wished to 
avoid violation of Section 5 of the Securities Act. In any event, where 
the persons negotiating an exchange, merger or similar transaction 
have sufficient control of the voting stock to make a vote of stockhold- 
ers a mere formality, Rule 133 does not apply. In such case the trans- 
action is not corporate action in a real sense, but rather is action re- 
flecting the consent of the persons in control, and consequently results 
ina "sale" as to them. Therefore, if an exemption from registration 
is available it must be found in the statute and can not be based on Rule 
133. 





7/ Civil No. 116-190, January 23, 1957. < 
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In the instant case no bona fide reliance on Rule 133 was or 
could have been intended. The deliberate efforts disclosed by the 
record to evade the registration requirements of the Securities Act 
by creating corporate entities and effecting transactions meeting the 
requirements of the Rule in appearance only, are to be strongly 
condemned. 


We further find that the distribution of such unregistered shares 
created a contingent liability against Sweet Grass and nay to pur- 
chasers, pursuant to Section 12(1) of 


[5522] 


the Securities Act, which should have been disclosed in the reports 
filed with us. 8/ 


2. Stock Distribution Through Torny ; 

It is also alleged in the order instituting these proceedings that 
Sweet Grass's current report for August 1955 and annual report for 
1955 as amended and revised were false and misleading in stating 
that 500, 000 shares of Sweet Grass stock issued and sold to Torny 
were not intended for distribution in the United States, and that Torny 
was not an affiliate of, nor controlled by an officer or director of, 
Sweet Grass. ! 

In 1954 Torny had entered into an underwriting agreement with 
Sweet Grass for the purchase of 200, 000 shares of its stock for $1.25 
per share or a total of $250,000. In 1955 a second agreement was 
made for an underwriting of the 500, 000 shares in question at $2.75 
per share, to net the company $1, 375, 000. 


8/ Section 12(1) of the Securities Act imposes liability on persons 


who sell a security in violation of Section 5 of that Act for 
rescission, or for damages if the purchaser no songre owns 
the security. 
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Sweet Grass made no attempt to restrict Torny to a distribu- 
tion of these shares in Canada. Torny spread a substantial amount 
of these shares among three other Canadian underwriters, namely, 

: Albontec Development Company Limited, Candore Trading Corpora- 
tion Limited, and Ontario Cobalt Mines Limited. Thereupon, these 
three sub-underwriters negotiated with M. Mac Schwebel, then 

. American counsel for Sweet Grass, for the resale of such shares 
to M. J. Shuck Company ("Shuck"), a broker-dealer client of 
Schwebel. 9/ Shuck proceeded to distribute such shares over-the- 
counter by means of an intensive sales campaign. Shuck took down a 
total of 645, 450 Sweet Grass shares from the sub-underwriters at an 
average cost of about $3. 30 per share, totalling $2, 125,091, and re- 
sold all of these shares from November 1955 through January 1956 
at prices ranging from $3.75 to $4. 50 per share. 10/ 


9/ _Schwebel received a "finder's fee" of $5, 000 from Albontec 
Development Company Limited, in addition to his retainer 
fees from Shuck. 


10/ Inasmuch as M. J. Shuck, the sole proprietor of M. J. Shuck 
Company, failed to respond to a subpoena to testify at the 
hearing and could not be found, the amount of his under- 
writing profit on these transactions is not in the record. 
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We conclude that the shares issued to Torny were intended for 
distribution in this country. We further conclude that Torny was an 
affiliate of Sweet Grass since, as previously stated, Ciglen controlled 
both companies, and Black who was an officer of Sweet Grass also 
controlled Torny. We accordingly find that Sweet Grass's reports were 
false and misleading in these respects. In addition, the illegal distribu- 
tion created a contingent liability against Sweet Grass to purchasers, 
pursuant to Section 12(1) of the Securities Act, which should have been 
disclosed in the 1955 annual report filed by Sweet Grass. ; 


[5524] 
Failure to Disclose Transactions Involving Golden West 
Minerals, Limited 


____ Minerals, Limited 
In August 1955 Sweet Grass purchased from Ontario Cobalt 

Mines Limited ("Ontario Cobalt"), a Ciglen-controlled sub-underwriter 
in the distribution through Torny, 1, 000, 000 shares of Golden West 
Minerals, Limited ("Golden West"), a promotional mining company also 
controlled by Ciglen, for $875, 000 which was paid out of the proceeds 
of the Torny underwriting. The fact that over 60% of such proceeds was 
used immediately to buy stock of Golden West and that by this purchase 


Sweet Grass obtained stock control of that company were material facts 
required to be stated in Sweet Grass's report for August 1955, particular- 
ly since the amount paid by Sweet Grass exceeded 15% of its assets within 
the test specified in the report form. In addition it was false and mis- 
leading to represent in that report that the cash proceeds from the sale 


of shares to Torny were to be used "for general corporate purposes, 
working capital and the drilling of additional wells" since an investment 
in shares of a promotional mining corporation bore no relationship to 
the oil and gas business in which the company was engaged. 7 

In September 1956, Sweet Grass acquired all of the assets of 
Golden West in exchange for 250, 000 shares of Sweet Grass stock, and 
that stock was distributed to the other stockholders of Golden West, 


1 
I 
! 
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most of whom were affiliates or associates of Ciglen. Sweet Grass 

did not file the required report to reflect the issuance of these additional 
250, 000 shares to acquire all the assets of Golden West, and this failure 
to file a report was an additional violation of Section 13 of the Exchange 
Act. 


Overstatement of Oil and Gas Reserves 


It is alleged that Sweet Grass's current report for December 1955 
and annual report for 1955 and amendments thereto, overstated the oil 
and gas reserves in the properties acquired from Depositors, the value 
of such properties, and the oil reserves in the Pitt properties. It is 
further alleged that Kroy's current report for May 1956 overstated the 
oil reserves in the Coronet properties. 


1. Reserves in Depositors Properties 


Sweet Grass filed as an exhibit to its current report on the De- 
positors transaction, an engineering report prepared by Dooley Engineer- 
ing Company ("Dooley"), which included 


[5525 ] 
an estimate of 93 million barrels of oil and 238, 500, 000 mcf of gas "from 
reservoirs not yet discovered."" Dooley did not know that Sweet Grass 
intended to make the report public, and stated that, had the report been 
prepared folr filing with this Commission, the report would not have in- 
cluded as a category of reserves any specific amount of "possible" oil < 





and gas reserves which were not yet "proven" as that term is generally 4 
understood. 1/ In its third amended current report Sweet Grass included 


i/ Proven reserves as to which definite estimates of amounts are 

appropriate may be developed or undeveloped. The term "proven developed : 
reserves" is used for producing wells where there are sufficient engineer- m 
ing and geological data available to permit an estimate of the amount of 

oil or gas that is reasonably certain to be ultimately produced by such wells. 


The term "proven undeveloped reserves" is used where, although no ‘ 
producing well exists on a location, there are sufficient geological and 
engineering data available to be reasonably certain that oil or gas will be 
profitably produced in an estimated quantity when a well is drilled. Unless 
there are one or more producing wells immediately adjacent to an undevelop- 
ed area, it is generally unwarranted to attribute proven reserves to such area. 
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as an exhibit an estimate of reserves prepared by Subsurface Studies, 
Inc. ("Subsurface"), which presented figures which differed from those 
of Dooley. : 

The oil and gas properties acquired from Depositors are located 
in five fields. On the basis of the record, including the testimony of our 
oil and gas engineer, we find that the proven oil and gas reserves in these 
fields as of the date acquired by Sweet Grass were substantially over- 
stated. The proven oil reserves (both developed and undeveloped) in 
one field, known as the Short Junction-Newcastle field, should have been 
estimated at most at approximately 1, 400, 000 barrels, as compared to 
the Dooley estimate of 5, 875, 000 barrels and the Subsurface estimate as 
of a later date of 3, 150, 896 barrels. The gas reserves were overstated 
in approximately the same proportions. : 

The proven oil reserves in a second field, the Evansville field, 
should have been estimated at most at about 70, 000 barrels, as compared 
to the Dooley estimate of 2, 200, 000 barrels, since there was only one 
small producing well adjoining the tract acquired by Sweet Grass and 
none of the tract was developed. In fact, there was one dry hole on the 
lease involved, and the Subsurface report attributed no proven reserves 
to this field. | 

[5526] : 

Dooley's estimates of proven oil reserves in three other fields 
of 640, 000 barrels, 670, 000 barrels, and 85, 000 barrels, respectively, 
do not appear unreasonable. The Subsurface report estimated the proven 
oil reserves in the first of these, known as the North Hoover field, at 
1,955, 886 barrels and estimated that an additional 661, 932 barrels 
could be recovered by water flooding, a secondary recovery method to 
be attempted after wells cease producing by natural flow or pumping. 

It is improper to estimate a fixed amount of reserves which may or may 
not be produced by a secondary recovery method until such method is in 
successful operation because of the uncertainty of recovery by such secon- 
dary method. The Subsurface estimate of proven reserves in the second, 
the East Brady field, was somewhat lower than the Dooley estimate 


ee 
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after eliminating the reserves of 607, 219 barrels attributable by Sub- 
surface to a conjectural water flood secondary recovery project not yet 
undertaken, and somewhat higher in the case of the third, the Union 
Valley field, but no evidence was presented to justify the higher estimate. 

On the basis of engineering data then available, the total proven 
reserves acquired in the Depositors transaction could at most have been 
estimated at approximately 2, 870, 000 barrels, divided between 910, 000 
barrels of proven developed reserves and 1, 960, 000 barrels of proven 
undeveloped reserves. 

These properties were carried at a value of $6, 597, 5002/ in the 
balance sheet of Sweet Grass for December 31, 1955 contained in its 
annual report for 1955 filed with us. This value is more than three times 
the actual negotiated purchase price, which price bears a reasonable 
relationship to the fair oil-in-ground value of the reserves acquired from 
Depositors. Accordingly, we find that the balance sheet was false and 
misleading in this respect. 

Sweet Grass filed an amended annual report for 1955 and balance 
sheet after these proceedings had been noticed for hearing. The balance 
sheet is defective in not being certified by an independent public accountant 
and carries a revised note to the effect that the valuation of $6, 597, 500 
shown for the Depositors properties "is not intended to reflect the value 
of the properties acquired."" Such an explanatory note is not meaningful 
and is not an acceptable substitute for reflecting the Depositors properties 
at actual cost. 

[5527] 





2. Reserves in Pitt Properties 

Sweet Grass filed as an exhibit to its current report on the Pitt 
transaction an engineering report dated November 24, 1955, prepared - 
by J. C. Sproule & Associates ("Sproule"), which estimated 1, 264, 139 is 
barrels of proven reserves and 155, 351 barrels of "probable additional" 


ae | 


reserves. The Sproule report was hastily prepared at the insistence of 


1 Z The amount of $6, 597, 500 was arrived at by valuing the 1, 750, 000 
shares issued at $3.75 per share, the approximate price on the Toronto 
Stock Exchange at the time of the acquisition of the properties. 


A 
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Sweet Grass to indicate the potential of the oil properties to be acquired 
from Pitt.. Sproule stated that the report was not in proper form for 
filing with this Commission, containing as it did a reference to "probable 
additional" reserves and omitting to mention the existence of a water 
problem in two of the three fields covered by the report. Sproule's 
consent to the filing of this report with us was never obtained. Upon 
learning of the unauthorized filing, Sproule commenced preparation of a 
revised up-dated report in April 1956, taking into account declines in 
production and the aggravated water problem that had become evident 
since the date of its earlier report. However this report was never filed 
with us because Sweet Grass and its United States counsel, Schwebel, in- 
structed Sproule to do no more than prepare a corroboration of the 
earlier report, without reference to subsequent adverse developments 
evidencing less reserves than originally estimated by Sproule. 

The evidence shows that the amount of proven reserves in the 
Pitt properties could be estimated at most at about 625, 000 barrels at the 
time Sweet Grass's report was filed with us. Our engineer's. testimony 
to this effect was corroborated by the Sproule engineer who prepared the 
original and revised Sproule reports. The unfiled revised report was 
based on the decline curve method which indicated the remaining gross 
proven developed oil reserves to be 169,900 barrels, and the Sproule 
engineer estimated the gross proven undeveloped oil reserves at approxi- 
mately 140, 000 barrels, making estimated total gross proven reserves 
in April 1956 of about 310, 000 barreis./ ‘That estimate was in large 
measure confirmed by the subsequent production history of the wells. In 
view of the serious water problem that exists in two of the three fields, 
it is misleading to attribute proven reserves to the Pitt properties over 
and beyond estimated reserves as based on the decline curve method 
of calculation. | : 





1/ The net reserves to Sweet Grass's interest would, of course, be less 


than the gross figure. 
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The Sweet Grass balance sheet as of December 31, 1955, filed 


as part of the annual report for 1955, reflects a value of $1, 334, 800. 25 
for the oil reserves acquired from Pitt. This figure is at least three 
times the reasonable value of the proven reserves using Sweet Grass's 
valuation basis of $1 a barrel for developed reserves and $.50 a barrel 
for undeveloped reserves. The valuation by Sweet Grass of the 500, 000 
shares issued for the properties at $3.19 per share was therefore not a 
true measure of the value of the properties acquired. 

3. Reserves in Coronet Properties 

Kroy filed, as an exhibit to its current report on the Coronet 
transaction, an engineering report prepared by Dooley which stated 
there were proven oil reserves of 2, 002, 000 barrels in one field, the 
Hallett field, 


[5529 ] 
and of 2, 250, 200 barrels in another, the Pine Island field, and proven 
undeveloped reserves of 3, 095,900 barrels in the two other fields, the 
Lexington and Newcastle fields. This report, as in the case of the Dooley 
report for Sweet Grass, was for the private information of Kroy as to the 
oil possibilities in the Coronet properties and was not intended for filing 
with us. 

Because there was a successful water flood project in operation 
in the Hallett field at the time Kroy acquired this property, we find that 
Kroy could at most attribute to its net proven reserves in that field between 
1, 000, 000 and 1, 100, 000 barrels, compared to the Dooley estimate of 
2, 002, 000 barrels. Moreover, in May 1956, this field was actually ac- 
quired by Kroy from Coronet for $900, 000, which would be a reasonable 
price for approximately one million barrels of proven reserves. 

In the Pine Island field, oil reserves are found in a chalk formation 
so that a relatively long time is required for recovery of the oil as com- 
pared with reserves in a sand or ordinary limestone formation. The 
record shows that proven oil reserves in this field should have been es- 
timated at most at about 1, 520, 000 barrels, compared to the Dooley 











325 
[5530] 


estimate of 2, 250,200 barrels, and that that figure was subject to further 
reduction as to the net interest of Kroy by virtue of an outstanding 

$300, 000 mortgage on the property calling for payment out of future 
production. ! 

No proven undeveloped oil reserve should have been estimated for 
the Lexington and Newcastle fields, whereas Dooley's estimate was 
3,095,900 barrels. Kroy drilled a dry hole in the Lexington field and 
has determined to abandon it. No drilling was undertaken in the Newcastle 
field and the lease has been surrendered. ! | 

Thus the proven reserves acquired by Kroy from Coronet could not 
reasonably be estimated in excess of 2, 620, 000 barrels as of the date of 
acquisition, and the representation that such reserves totalled 7, 348, 100 
barrels, almost triple the maximum estimate we find to be justified, was 
false and misleading. ! 


Conclusion ! 
In view of the failure to comply with the reporting requirements 
of Section 13 of the Exchange Act, under the provisions of Section 19(a)(2) 
of the Exchange Act here applicable we may suspend for a period not ex- 
ceeding twelve months, or | 

[5530] : 


withdraw the registrations of the securities of Sweet Grass and Kroy on 

the Exchange if we find that such action is necessary or appropriate for 

the protection of investors. As we have found, the two companies filed 
reports with us which contained false and misleading statements concerning 
the oil and gas reserves in their properties and the applicability of the 
registration requirements of the Securities Act to the issuance and distri- 
bution of their securities. Such misinformation was widely circulated in 
this country in investment advisory publications and in sales literature, 


and investors purchased in reliance thereon. | 

Respondents contend that the protection of investors does not re- 
quire withdrawal of exchange registration, and initially urged that no suspen- 
sion should be imposed beyond the time necessary to disseminate to the 
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public and the stockholders the facts developed at the hearings, the steps 

taken to remedy the conditions complained of, and the information, sub- 
mitted by respondents at the oral argument, on their current operations 

and programs. However, at the additional oral argument, respondents 
expressed a willingness to consent to a suspension of 12 months, subject 

to application for earlier termination of the suspension upon a showing 

that corrected reports had been filed, that each stockholder had been furnished 
a copy of our opinion, that a stockholders meeting had been held, and that 
proxy solicitations had been made under our rules. 

Respondents assert that they own valuable properties, that sub- 
stantial income is being received, that innocent stockholders, over 18, 000 
of whom are residents of this country, would be injured by withdrawing 
registration, and that none of the persons involved in the transactions in ques- 
tion are now officers, directors, or substantial stockholders in respon- 
dents. They have promised to revise their reported estimate of oil and 
gas reserves, to increase their quorum requirements so as to assure 
representation by United States stockholders at meetings, to solicit proxies 
of such stockholders in compliance with our proxy rules, to make their books 
and records available for inspection at any time, and to see to it that of- 
ficers and directors respond to subpoenas in any subsequent investigation 
or hearing. 

While Ciglen, Black and Gilbert have resigned from their positions 
with the two companies, it is not at all clear that the companies now have 
an independent management. Although three of the present officers have 
advised us through counsel for respondents that it is their intention to use 
their own and unbiased judgment in company affairs, the record does not 

[5531] 
disclose that any steps have been taken by the present management to 
recover any illegal profits resulting from the transactions here involved. 
Moreover, respondents did not produce their books and records pursuant 
to the subpoena duces tecum served on Schwebel, designated as their agent 
to receive Commission notices, until midway in the presentation of re- 
spondents’ evidence, and an appreciable period after the resignations of 
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Ciglen, Black and Gilbert. Nor can we agree with aac 8 contention that 
it is in a different position from Sweet Grass. 

Use of the facilities of a national securities exchange i an issuer 
is a privilege involving important responsibilities under the Act, including } 
compliance with the reporting requirements. When those responsibilities 
are abused, the integrity of the exchange market is vitiated. Congress 
has specified that when violations have occurred we may require the de- 
listing of securities of the issuer if necessary or appropriate for the 
protection of the investors. And in considering investors, regard must 
be had not only for existing stockholders of the issuer, but also for po- 
tential investors. 

We conclude that under all the circumstances, the protection of 
investors requires that the registrations of the Securities of Sweet Grass 
and Kroy on the American Stock Exchange be withdrawn, effective upon 
the expiration on April 13, 1957, of our presently outstanding orders 
under Section 19(a)(4) of the Exchange Act suspending trading in those 
securities through that date. 

By the Commission (Chairman Armstrong and Commissioners 








Orrick, Patterson, Hastings, and Sargent). | 


/s/ Orval L. DuBois 
Orval L. DuBois 
Secretary 
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UNITED STATES OF AMERICA 
before the 
SECURITIES AND EXCHANGE COMMISSION 
poet me 1957 


* * * * * * ! 


ORDER WITHDRAWING REGIST RATION OF SECURITIES 
ON NATIONAL SECURITIES EXCHANGE | 


Proceedings having been instituted pursuant to Section 19(a)(2) 
of the Securities Exchange Act of 1934 to determine whether it is necessary 
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or appropriate for the protection of investors to suspend for a period not 
exceeding twelve months, or to withdraw, the registrations of the capital 
stock of Great Sweet Grass Oils Limited and of Kroy Oils Limited on the 
American Stock Exchange, a national securities exchange; 

Consolidated hearings having been held after appropriate notice, 
during the course of which the parties waived a recommended decision by 
the hearing examiner and proposed findings and briefs, and respondents 
consented that the Division of Corporation Finance assist in the preparation 
of the Commission's decision; 

Oral argument having been held at which respondents submitted a 
memorandum brief in support of a suggested form of order; supplemental 
briefs having been filed by respondents and additional oral argument pre- 
sented; 

The Commission having this day issued its Findings and Opinion; 
on the basis of said Findings and Opinion 


[5533] 


IT IS ORDERED that the registrations of the capital stock of Great 
Sweet Grass Oils Limited andof Kroy Oils Limited on the American 
Stock Exchange be, and they hereby are, withdrawn, effective upon 
the expiration on April 13, 1957, of the Commission's outstanding orders 
under Section 19 (a)(4) of the Securities Exchange Act of 1934 suspending 
trading in such stocks through that date. 

By the Commission. 





_/s/ Orval L. DuBois _ ; 
Orval L. DuBois 
Secretary . 
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: SECURITIES AND EXCHANGE COMMISSION 
‘! WASHINGTON 25, D. C. 
: | FORM 8-K | 


CURRENT REPORT 


€. Pursuant to Section 13 of 
: THE SECURITIES EXCHANGE ACT OF 1934 





For the month of August, 1955 


, [ 1] 


GREAT SWEET GRASS OILS LIMITED 
FORM 8-K 





Item 7. Increase in Amount of Securities Outstanding. 
(a) Common stock $1.00 par value. The amount outstanding 
as last previously reported - 2, 000, 000 shares. The 
amount outstanding as of August 31, 1955 - 2, 500,.000 
shares. 
(b) The Board of Directors of the Company on June 24, 1955 
authorized the issuance and sale, upon listing on the 
> American Stock Exchange and the Toronto Stock Exchange, 
to Torny Financial Corporation Limited, 500, 000 shares 
of its Capital Stock, par value $1.00 per share for $2. 75 
per share. 
(c) No underwriter was involved in the aforementi oned is- 
suance of shares. Torny Financial Corporation Limited 
is not an affiliate of the Company nor controlled by an 


officer or director of the Company. 
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(d) The cash proceeds from the sale of these shares will be 
used by the Company for general corporate purposes, 
working capital and the drilling of additional wells. 


(e) Said securities were not registered under the Securities 
Act of 1933 because they were sold in Canada toa 
Canadian Corporation and not for distribution within the 
United States, its territories or possessions. 


(f) The Company will credit the capital share account $1.00 
for each share sold and credit the excess ($1.75 per 
share) to the capital surplus or paid-in surplus account. 


[ ] 


SIGNATURE 
Pursuant to the requirements of the Securities Exchange Act of 
1934, the Registrant has duly caused this Report to be signed on its behalf 
by the undersigned hereunto duly authorized. 


GREAT SWEET GRASS OILS LIMITED 
(No Personal Liability) 


By: /s/ (Signature) , Sec. 
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UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


GREAT SWEET GRASS OILS, LIMITED, 


Petitioner, 
v. | : No. 13,921 
SECURITIES AND EXCHANGE COMMISSION, 
| Respondent. 
STIPULATION 


IT IS HEREBY STIPULATED by and between the parties that, in 
order to avoid unnecessary expense, the record pages referred to below 
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shall not be printed, and IT IS FURTHER STIPULATED that the following 
is a full and accurate description of the , caliaels material contained in 
those pages: 

1. Commission Exhibit 54 (R. 3478-3500) is a statist of the 
account of Torny Financial Corporation with the securities firm of Thomp- 
son & McKinnon, 11 Wall Street, New York, New York. The statement 
shows the purchase by Torny Financial Corporation of slightly over 
$450, 000 of Great Sweet Grass stock, principally in April, May and August, 
1956. 

2. Commission Exhibit 56 (R. 3501-3655) consists of 29 letters 
which in pertinent part offer securities of Great Sweet Grass Oils, Limi- 
ted, to G. F. Rothschild for sale at the "prevailing price existing on the 
American Stock Exchange." The letters direct that the stock is to be 
sold for the vendor's account "otherwise than on the American Stock Ex- 
change and the Toronto Stock Exchange" and each letter sets a minimum 
price per share which is acceptable to the vendor. The letters provide 
either for a 14% or 15% commission to the broker and advise that the 
securities were purchased from minority stockholders of a corporation 
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which exchanged its assets for securities of Great Sweet Grass Oils Limited 
and effected a pro rata distribution of those securities to their stock- 
holders. | 

The parties will have printed one of these letters which is in per- 
tinent part identical to all other offering letters in Exhibit 56. It differs 
from the other letters only in the date, the amount of shares offered, 
the offeror, the corporation from which the shares were acquired, the 
lowest price acceptable and the commission to be paid to the braker upon 
sale. i 

Exhibit 56 also consists of 23 letters from Stanley Goldman, 
Esquire each of which express the opinion that the specific shares of- 
fered by a particular offering letter are exempt from the registration 


provisions of the Securities Act of 1933. 
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The parties will have printed one letter expressing an opinion that 
certain shares offered were exempt from the registration provisions . 
of the Securities Act of 1933. This letter is in pertinent part identical 
to all other letters from Mr. Goldman to G. F. Rothschild included in 
Exhibit 56. It differs from the other opinion letters only in the date, 
amount of shares, the offeror and the corporation from which the offeror 
acquired the securities. 

Exhibit 56 also consists of certain addressed envelopes, lists of 
security holders, and miscellaneous material not necessary to the disposi- 
tion of the case.. 

3. Commission Exhibit 63-A (R. 3863) is a check of G. F. Roths- 
child & Co., Inc., drawn on the Colonial Trust Company, dated February 8, 
1956, payable to Elliot M. Stone in the amount of $59, 629.28. This check 
is endorsed by Elliot M. Stone and stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg &Shaprio Trust Account." 


[ 


4. Commission Exhibit 63-B (R. 3864) is a check of G. F. Roths- 


child & Co., Inc., drawn on the Colonial Trust Company, dated February 8,.” 


1956, payable to Elliot M. Stone in the amount of $50,000. This check is 


endorsed by Elliot M. Stone and stamped ''Pay to Canadian Bank of Commerce, 


City Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, 
Grossberg & Shapiro Trust Account." 

5. Commission Exhibit 63-C (R. 3865) is a check of G. F. Roths- 
child & Co. Inc., drawn on the Colonial Trust Company, dated May 9, 1956, 
payable to A. E. Bain in the amount of $81, 890.77. This check is endorsed 
by A. E. Bain and stamped "Pay To Canadian Bank of Commerce, City Hall 
Branch, For Deposit Only To The Credit of Levinter, Ciglen, Grossberg & 
Shapiro Trust Account." | 

6. Commission Exhibit 63-D (R. 3866)'is a check of G. F. Roths- 
child & Co., Inc., drawn on the Colonial Trust Company, dated February 9, 
1956, payable to Leonard Prusky in the amount of $91, 356.82. This check 
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is endorsed by Leonard Prusky and stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of ae 
Ciglen, Grossberg & Shapiro Trust Account." 

7. Commission Exhibit 65-B (R. 3869-3870) is a letter dated 
November 26, 1956, from Irving M. Getnick, addressed to and received in 
this Commission November 27, 1956, with an enclosure consisting of a 
photocopy of a check of Irving M. Getnick drawn on the Chemical Corn Ex- 
change Bank, dated August 7, 1956, payable to Samuel Ciglen, Esquire, in 
the amount of $190, 000.00. This check has on its face the following 
notation "(Re: Amcob Investment Co., Inc.)." 

8. Commission Exhibit 66-A (R. 3871) is a check of G. F. Roths- 
child & Co., Inc., drawn on the Colonial Trust Company, dated May 16, 
1956, payable to Michael G. Miller, in the amount of $166, 942.16. This 
check is endorsed by Michael G. Miller and is stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Depasit Only To The Credit of 
Levinter, Ciglen, Grossberg & Shapiro Trust Account." | 


[ ] ! 
9. Commission Exhibit 66-B (R. 3872) is a check of G. F. Roths- 


child & Co., Inc., drawn on the Colonial Trust Company, dated May 4, 1956, 
payable to Joseph Rosen in the amount of $80, 807.02. This check is en- 
dorsed by Joseph Rosen and is stamped "Pay to Canadian Bank of Commerce, 
City Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, 
Grossberg & Shapiro Trust Account." : 

10. Commission Exhibit 66-C (R. 3873) is a check of G. F. Roths- 
child & Co., Inc., drawn on the Colonial Trust Company, dated May 4, 1956, 
payable to R. Newman in the amount of $81, 289.40. This check is endorsed 
by R. Newman and is stamped "Pay to Canadian Bank of Commerce, City Hall 
Branch, For Deposit Only To The Credit of Levinter, Ciglen, Grossberg — 
& Shapiro Trust Account. * 

11. Commission Exhibit 66-D (R. 3874) is a dvaok of G. F. ‘Roths- 
child & Co., Inc., drawn on the Colonial Trust Company, dated April 30, 
1956, ‘payable to Saul Katzman in the amount of $84, 596. 00. foes check is 
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endorsed by Saul Katzman and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit Of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." | 

12. Commission Exhibit 66-E (R. 3875) is a check of G. F. Roths- 
child & Co., Inc. , drawn on the Colonial Trust Company, dated April 30, 
1956, payable to A. L. Feinberg in the amount of $84, 596.00. This check 
is endorsed by A. L. Feinberg and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The Credit Of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

13. Commission Exhibit 66-F (R. 3876) is a check of G. F. Roths- 
child & Co., Inc. , drawn on the Colonial Trust Company, dated May 23, 
1956, payable to S. Shadlyn in the amount of $85,693.12. This check is 
endorsed by S. Shadlyn and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 


[  ] 


14. Commission Exhibit 66-G (R. 3877) is a check of G. F. Roths- 
child & Co., Inc. , drawn on the Colonial Trust Company, dated August 17, 
1956, payable to Walter Levinsky in the amount of $181,870.32. This 
check is endorsed by Walter Levinsky and is stamped "Pay to Canadian 
Bank of Commerce, City Hall Branch, For Deposit Only To The Credit of 
Levinter, Ciglen, Grossberg & Shapiro Trust Account." 

15. Commission Exhibit 73-A (R. 4013) is a check of Cornelis De 
Vroedt, Inc. , drawn on the Underwriters Trust Company, dated August 14, 
1956, payable to Lewis Solloway in the amount of $33,802.85. This check 
is endorsed by Lewis Solloway and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

16. Commission Exhibit 73-B (R. 4014) is a check of Cornelis De 
Vroedt, Inc. drawn on the Grace National Bank, dated May 16, 1956, pay- 
able to Lewis Solloway in the amount of $60, 487.24. This check is en- 
dorsed by Lewis Solloway and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 





gi 
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17. Commission Exhibit 73-C (R. 4015) is a check of. Cornelis De 
Vroedt, Inc., drawn on the Underwriters Trust Company, dated August 15, 
1956, payable to S. Druckman in the amount of $25, 718. 00. This check.is 
endorsed by S. Druckman and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

18. Commission Exhibit 73-D (R. 4016) is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace National Bank, dated May 23, 1956, pay- 
able to S. Druckman in the amount of $8, 678.95. This check is endorsed 
by S. Druckman and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of peeiaess Ciglen, Gross- 
berg & Shapiro Trust Account." 

[ 1] : 


19. Commission Exhibit 73-E (R. 4017) is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace National Bank, dated May 16, 1956, pay- 
able to S. Druckman in the amount of $35,908.02. This check is endorsed 
by S. Druckman and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, Gross- 
berg & Shapiro Trust Account." ! 

20. Commission Exhibit 73-F (R. 4018) is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace National Bank, dated May 9, 1956, pay- 
able to §. Druckman in the amount of $21, 356.37. (isis check is endorsed 
by S. Druckman and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, Gross- 
berg & Shapiro Trust Account." | 

21. Commission Exhibit 73-G (R. 4019) is a check of Cornelis De 
Vroedt, Inc., drawn on the Underwriters Trust. Company, dated August 15, 
1956, payable to Peter Collins in the amount of $189, 903.62. This check 
is endorsed by Peter Collins andis stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 
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22. Commission Exhibit 73-H (R. 4020) is a check of Cornelis De 
Vroedt, Inc., drawn on the Underwriters Trust Company, dated August 15, 
1956, payable to Murray Caplan in the amount of $31, 594.53. This check 
is endorsed by Murray Caplan and is stamped "Pay to Canadian Bank of ' 
Commerce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

23. Commission Exhibit 73-I(R. 4021), is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace National Bank, dated May 16, 1956, pay- 
able to Murray Caplan in the amount of $10, 766.20. This check is endorsed 
by Murray Caplan and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, Gross- 
berg & Shapiro Trust Account." 


[  ] 
24. Commission Exhibit 73-J (R. 4022) is a check of Cornelis De 


Vroedt, Inc., drawn on the Grace National Bank, dated May 9, 1956, pay- 
able to Murray Caplan in the amount of $53, 771.37. This check is en- 
dorsed by Murray Caplan and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

25. Commission Exhibit 73-I (R. 4023) is a check of Cornelis De 
Vroedt, Inc., drawn on the Underwriters Trust Company, dated August 14, 
1956, payable to A. B. Levine in the amount of $49, 667.93. This check 
is endorsed by A. B. Levine and is stamped "Pay to Canadian Bank of 
Commerce, City Hall Branch, For Deposit Only To The Credit of Levinter, 
Ciglen, Grossberg & Shapiro Trust Account." 

26. Commission Exhibit 73-J (R. 4024) is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace National Bank, dated May 16, 1956, pay- 
able to A. B. Levine in the amount of $22,696.30 This check is endorsed 
by A. B. Levine and is stamped "Pay to Canadian Bank of Commerce, City 
Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, Gross- 
berg & Shapiro Trust Account." | 

27. Commission Exhibit 73-K (R. 4025) is a check of Cornelis De 
Vroedt, Inc., drawn on the Underwriters Trust Company, dated August 15, 
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1956, payable to L. Krugel in the amount of $12, 251.90. This check is 
endorsed by L. Krugel and is stamped "Pay to Canadian Bank of Com- 
merce, City Hall Branch, For Deposit Only To The Credit of Levinter, 

» Ciglen, Grossberg & Shapiro Trust Account." 

> 28. Commission Exhibit 73-L (R. 4026) is a check of Cornelis De 
Vroedt, Inc., drawn on the Grace Natimal Bank, dated May 16, 1956, 
payable to L. Krugel in the amount of $10,866.15. This check is endorsed 
by L. Krugel and is stamped '""Pay to Canadian Bank of Commerce, City Hall 
- Branch, For Deposit Only To The Credit of Levinter, Cigleny,| Grossberg & 
> Shapiro Trust Account." 


: [  ] | 
29. Commission Exhibit 73-M (R. 4027) is a chéck of Cornelis De 
Vroedt, Inc., drawn on the Grace Natimal Bank, dated May 9, 1956, pay- 


» able to L. Krugel in the amount of $41,617.60. This check is endorsed 
a by L. Krugel and is stamped "Pay to Canadian Bank of Commerce, City 
we Hall Branch, For Deposit Only To The Credit of Levinter, Ciglen, Gross- 


berg & Shapiro Trust Account." 

30. The brochure referred to on pages 41-43 of Respondent's 
brief bears the signature of Cornelis De Vroedt Co. at R. 4305. 

31. IT IS FURTHER STIPULATED that the minutes of the board of 
directors of Great Sweet Grass Oils Limited, in: evidence in this proceed- 
, ing, refer to the negotiation and consummation of the purchase of the as- 

‘ sets of Depositors Mutual Oil Development Co. only in connection with 
meetings held on November 29, 1955, December 14, 1955, December 28, 
1955, and March 28, 1956. | 

IT IS FURTHER STIPULATED that pertinent portions of this stipu- 
lation shall be printed in lieu of those pages in the record to which they 
refer at the place in the joint appendix where the record pages to which 
they refer would have been included. 

FURTHERMORE, IT IS STIPULATED that counsel may present photo 
copies of facsimile reproductions of any exhibit to the Court as may be 


Attorney for Respondent =—=—<“<—C;«;7 
Securities and Exchange Commission Great Sweet Grass Oils 


Dated: April 1958. 
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[ 133] | 
[ WITNESS ROBERT M. JORDAN] [DIRECT - BY MR. SCHILLER] 

Q. The shares that Great Sweet Grass was issuing of its own 
stock for these assets, did you yourself ever receive a certificate for 
these shares? A. Oh, no, sir, only the 60,000 shares which I received 
35,000 and Mr. Marneres received the 25,000. : 

Q. All of the shares were kept in Canada, turned over directly to 
Mr. Ciglen for this trust account, is that correct? A. I wouldn' t know 
whether they were ever actually issued or not. I never saw the certi- 
ficates myself. ! 

me aK 

[ 163] 

Hearing Examiner: That was effected by an exchange of stock, 
share for share, is that right? : 

The Witness [Jordan]: Between the shareholders of Depositors 
and Great Sweet Grass. | 

Hearing Examiner: You are a lawyer, are you not? 

The Witness: Yes, sir. 

Hearing Examiner: Isn't quite clear to me how you got $2 million 
cash through the exchange of stock. What was the technique employed? 

The Witness: Sir, I testified I had this arrangement with Mr. Cig- 
len where he assured me that upon the transfer or sale of this stock in 
Canada, wherever he might have sold it, he might have sold it here, he 
didn’t say what he was going to do with it, he would pay me say, "xX" 
dollars a share for the amount of shares which my stockholders had in 
Great Sweet Grass. 

That money would then be, whatever was received for that stock, 
that money would then be transferred through the bank as it was done, 
the $1,100,000. I don't know whether from my own personal kn owledge 
whether the stock was actually sold prior to the first of the year or after. 
I presume 

[ 164] 
it was after January 1, 1956. But anyway, I did receive ti $1, 100, 000 
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through the bank on December 31, 1955. Where he got the money, I 7 
don't know, whether from the sale of the stock or not. Does that answer 


your question ? 
[ 165] 

Hearing Examiner: Did you and your associates ever get the 
1,750,000 shares of Great Sweet Grass? 

The Witness: I testified the 1, 750,000 shares was never received 
by me or any of my shareholders, but it was held in trust according to 
my understanding from Mr. Ciglen in Canada, except I myself received 
35,000 shares, and Mr. Marneres 25,000 shares. That is all I person- 
ally know was ever actually issued to any of the shareholders. 

Hearing Examiner: When you said that some shares of stock were 
sold, what shares of stock are you talking about? Are you talking about 
Great Sweet Grass Oil stock? 

The Witness: Yes, sir. f 

Hearing Examiner: But not depositors’ stock? 

The Witness: Not depositors’ stock 

* * * * sd * 

[ 169} 
By Mr. Cushwa: 

Q. I think you previously testified on cross examination, you 
furnished Mr. Ciglen something in writing instructing him to sell for 
you and the other stockholders, did he not? A. Yes, sir. 

Q. I suppose those stockholders signed it, did they not? A. I 
am sure that is right. 

Q. By those other stockholders -- A. The list which you gave 


me. 


Q. Those 25 or 30-some? A. 32 to be exact. 


Q. Yes. wr 
* * * * Bc * ma 
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[ Commission Exhibit No. 15 received 
in evidence 11/26/56] 


M. MAC SCHWEBEL 
Counsellor At Law 
30 Broad Street 
New York 4 


December 20, 1955 


American Stock Exchange 
86 Trinity Place 
New York 6, New York 


Attention: Mr. Bernard Maas 
Re: Great Sweet Grass Oils, Limited 
Gentlemen: , 
As American Counsel to the above Company, this is to advise 
that it is planning to purchase all of the assets of Depositors Mutual 
Oil Development Company, an Oklahoma corporation, upon the requisite 
favorable majority vote of the stockholders thereof pursuant to the law 
of Oklahoma for 1, 750, 000 shares of capital stock of the above Company; 
and that the necessary approval has already been received from the 
Toronto Stock Exchange. Since a favorable majority vote will bind all 
the stockholders of Depositors Mutual Oil Development Company, in- 
cluding dissenters, and will operate to authorize the proposed transac- 
tion, registration of the 1,750,000 shares under the Securities Act of 
1933, as amended, will not, in my opinion, be required by virtue of 
Rule 133 of the General Rules and Regulations under the 1933 Act. 
Very truly yours, | 
/s/ M. Mac Schwebel | 


By /s/ Irwin R. Frumberg 
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[ Commission Exhibit No. 21, 
received in evidence 11/26/56] 


M. MAC SCHWEBEL 
Counsellor at Law 
30 Broad Street 
New York 4 


December 13, 1955 


American Stock Exchange 
86 Trinity Place 
New York, New York 


Attention Mr. Bernard Maas 
Re: Great Sweet Grass Oils Limited 
Gentlemen: 

As American Counsel to the above company, this is to advise that 
it is acquiring all the assets of Pitt Petroleums Limited, pursuant to 
the requisite favorable majority vote of the stockholders of Pitt Petro- 
leums Limited, under the law of Ontario, for 500,000 shares of Com- 
mon Stock of the above company; and that the necessary approval has 
already been received from the Toronto Stock Exchange. I have been 
further advised that said 500,000 shares of Great Sweet Grass Oils 
Limited will be distributed among the shareholders of Pitt Petroleums 
Limited, none of whom are residents of the United States. 

Accordingly, it is my opinion that registration of these shares 
under the Securities Act of 1933, as amended, is not required by virtue 
of Rule 133 thereunder. 

Very truly yours, 
/s/ M. MacSchwebel 
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[ Commission Exhibit No. 52, [3475] | 
received in evidence 11/27/56] 


Home Office 
BANK OF AMERICA 
INTERNATIONAL SERVICE NO. E 54030 


40 Wall Street, New York, N.Y., U.S.A. April 13 19 56] 
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Law Offices 
MINTZER and GOLDMAN 
19 Rector St. 
New York 6, N. Y. 
February 20, 1956 


G. F. Rothschild & Co., Inc. 
42 Broadway 
New York, N. Y. 


Gentlemen: 


You have advised me that you are in receipt of a written order 
dated February 16, 1956 to sell 15,000 shares of the common stock of 
Great Sweet Grass Oils Limited from one Davis Phillips. According to 
the said order, you are to sell these shares as broker, otherwise than 
on the American Stock Exchange or the Toronto Stock Exchange, at 
prices prevailing on the American Stock Exchange. 

You have further stated that Mr. Phillips has advised that it is 
the opinion of his counsel that these shares may be offered for sale 
without registration or other qualification under the Securities Act of 
1933. Mr. Phillips has stated to you that he acquired these shares from 
individuals who were minority stockholders of Depositers Mutual Oil 
Development Company, an Oklahoma corporation which, in turn, had 
acquired the said shares of Great Sweet Grass Oils Limited as a result 
of selling its assets to that company. Depositers Mutual Oil Develop- 
ment Company, in turn, distributed the stock which it received from 
Great Sweet Grass Oils Limited (in the aggregate amount of 1, 750, 000 
shares) on a pro-rata basis to its stockholders which were 30 in num- 


ber. 

Mr. Phillips has further stated to you that he is not now, and 
never has been an officer, director or controlling person in Great 
Sweet Grass Oils Limited. 

I have seen a copy of a letter dated December 27, 1955 from 
Depositers Mutual Oil Development Company to Great Sweet Grass Oils 
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Limited which has been made available to me by counsel for the latter. 
This letter certifies that on the 27th day of December, 1955, ata 
special meeting of shareholders of Depositers Mutual Oil Development 
Company, an Oklahoma corporation, at its principal place of business, 
1206 Exchange Avenue, Oklahoma City, Oklahoma, the shareholders of 
Depositers Mutual Oil Development Company, thirty (30) in number, 
by unanimous vote, authorized the plan recommended by the board of 
directors providing for the sale of all the assets (subject to its liabili- 
ties) of Depositers Mutual Oil Development Company, to Great Sweet 

[ 3504] | 
Grass Oils Limited, a Canadian corporation, for 1, 750, 000 shares of 
capital stock of Great Sweet Grass Oils Limited and for the pro-rata 
distribution of such shares to the shareholders on a share for share 
basis. As a result of such affirmative vote, according to the said 
letter, all of the stockholders of Depositers Matual Oil Development 
Company were bound thereby under the provisions of Sec. 1 164, 
Chapter A, Title 18, Oklahoma Statutes, 1951. : 

Rule 133 promulgated as part of the general rules and regulations 
under the Securities Act of 1933 provides that for the purposes only of 
Section 5 of the Securities Act of 1933 no "sale", "offer to sell" or 
“offer for sale" shall be deemed to be involved so far as the stock- 
holders of the corporation are concerned where, pursuant to statutory 
provisions in the State of Incorporation or provisions contained in the 
certificate of incorporation, there is submitted to the vote of such 
stockholders ***** qa proposal for the transfer of assets of such 
corporation to another person ***** under such circumstances that 
the vote of a required favorable majority will operate to authorize the 
proposed transaction ***** and will bind all stockholders of such 
corporation except to the extent that dissenting stockholders may have 
certain appraisal rights. 

Section 4 of the Securities Act of 1933 provides that the provisions 
of Section 5 shall not apply to ***** transactions by any person other 
than an issuer, underwriter, or dealer **** nor to brokers' transac- 
tions executed upon customers orders on any exchange or in the open 
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or counter market but not a solicitation of such orders. 


Mr. Phillips does not appear to be an issuer, underwriter, or z 
dealer nor are you acting in the capacity of a dealer in this transaction, « 
you having advised me that you are acting as agent for the seller. You <4 
further state that you have not solicited these orders. «| 


Upon the assumption that the copy of the certificate provided to 
me by counsel for Great Sweet Grass Oils Limited correctly sets forth 
the events alluded to therein and is correct with respect to the effect of 
such vote under the applicable Oklahoma law and further assuming that 
Mr. Phillips did not acquire his stock from an officer, director or con- 
trolling person of Great Sweet Grass Oils Limited and that he himself 
is not such officer, director or controlling person nor acting as a nomi- < 
nee therefor, nor is acting in concert or as part of a group or with 
others in selling shares of this company, it is my opinion that the sales 
of these shares by you would be exempt from registration or other 
qualification under the Securities Act of 1933. > 
Very truly yours, 


/s/ Stanley Goldman 


[ 4174] 


[ Commission Exhibit No. 108 < 
received in evidence 11/29/56] 


DEPOSITERS MUTUAL OIL DEVELOPMENT 
COMPANY 
Oklahoma City 1, Oklahoma 


December 27, 1955 


Great Sweet Grass Oils Limited 
100 Adelaide Street, West 
Toronto, Ontario, Canada 


Gentlemen: 

This will certify that on the 27th day of December, 1955, ata 
special meeting of shareholders of Depositors Mutual Oil Development 
Company, an Oklahoma corporation, at its principal place of business, 
1206 Exchange Avenue, Oklahoma City, Oklahoma, the shareholders of 
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Depositors Mutual Oil Development Company, thirty (30) in'number, 





" by unanimous vote, authorized the plan recommended by the Board of 
> Directors providing for the sale of all the assets (subject to its liabili- 
> ties) of Depositors Mutual Oil Development Company, to Great Sweet 
» Grass Oils Limited, a Canadian corporation, for 1,750, 000 shares of 


capital stock of Great Sweet Grass Oils Limited and for the pro rata 
distribution of such shares to the shareholders on a share for share 
basis. As a result of such affirmative vote, all of the stockholders of 








se Depositors Mutual Oil Development Company were bound thereby under 
> the provisions of Sec. 1.164, Chapter A, Title 18, Oklahoma Statutes, 
» 1951. | 

™ Very truly yours, 

; Depositors Mutual Oil Dievdiohcnent Co. 
he By: /s/ Robert M. Jordan, President 

: Attest: : 

oh /s/ Juanita Franklin, Secretary- Treasurer 

cc: M. Mac Schwebel, Esq., 30 Broad St., New York 4, N. Y. 

J [4175] 

* [ Commission Exhibit No. 109, 


received in evidence 11/29/ 56] 
SMITH, CLEMENT, PARLE, WHITTAKER, CHIPMAN 


& IRVING 
» Bank of en Building 
ig Edmonton, Canada 
: January 30th, 1956 
a! Great Sweet Grass Oils Limited, : 


100 Adelaide Street West, 
Toronto, Ontario 


Gentlemen: 

THIS WILL CERTIFY that on the 2nd day of December, A.D. 
1955, at a special meeting of the shareholders of Pitt Petroleums, Ltd., 
a corporation organized under the laws of the Province of Alberta, at 
its principal place of business, at 304 Canadian Bank of Commerce 
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Building, Edmonton, Alberta, the shareholders of Pitt Petroleums Ltd. 
being twenty in number, by unanimous vote, authorized a plan recom- 
mended by the Board of Directors providing for the sale of all the assets 
(subject to its liabilities) of Pitt to Great Sweet Grass Oils Limited, a . 
Canadian corporation, for 500,000 shares of capital stock of Great * 
Sweet Grass Oils Limited, and for the pro rata distribution of such 

shares to the shareholders at the rate of one share of capital stock of 

Great Sweet Grass Oils Limited to every four shares of capital stock of 

Pitt. As a result of such affirmative vote all of the stockholders of 


Pitt were bound thereby under the provisions of the Companies Act of ’ 
the Province of Alberta. ‘ 


SMITH CLEMENT & CO. ‘i 
(signature) 








> 349 ———*[4955] 
. [4953] | 

. MINUTES of the reconvened meeting of the Board of Directors of 
Bt Great Sweet Grass Oils Limited held at 305 Concourse Building, 100 


Adelaide Street West, Toronto, Ontario, on Wednesday, the 28th day of 
March, 1956, at the hour of 2:30 o'clock in the afternoon. : 


‘ a * we * a 
: [4954] 

is REPORT ON TRANSACTIONS WITH 

. DEPOSITORS MUTUAL OIL DEVELOP- 


MENT COMPANY 
The Chairman reported and Mr. Ciglen confirmed that the trans- 


«! action with Depositor's Mutual Oil Development Company had been con- 

e cluded pursuant to the agreement of December 24th, 1955, and all leases 

" and other assets had been duly transferred to our wholly-owned Oklahoma 
S subsidiary. Great Sweet Grass Oils Company, and that said subsidiary 


company had been in operation since January lst, 1956, under the direc- 


tion and guidance of Sidney A. Chalu. 
Mr. Ciglen further reported that the office of the subsidiary was 


me being maintained at 1206 Exchange Avenue, Oklahoma City, until per- 

| manent quarters could be found. The Jordan Bus Company had graciously 
= allowed this and agreed that no rent would be charged, but it was thought 
° to be unwise for the Company to continue there indefinitely and that its 

: own office should be sought. Mr. Ciglen stated that proper books for the 
& company had been set up under the direction of Mr. Chalu, who had 

> gone to Oklahoma City, and that Mr. Chalu was doing an excellent job, 

» both in the | 
F [4955] : 


office and in the field. | 
xe * * * a 
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Respondent's Exhibit No. 1 For 
Identification | 
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THIS AGREEMENT made and entered into this 24th day of 
December, 1955. 





BETWEEN: 


DEPOSITORS MUTUAL OIL DEVELOPMENT r COMPANY, 
a valid and subsisting corporation duly incorporated and 
organized under the laws of the State of Oklahoma, one 
of the United States of America, with principal office 
located at 1206 Exchange Avenue in Seana City, 
Oklahoma, 


(hereinafter referred to as the ee | 
OF THE FIRST Pent 
-and- 3 


GREAT SWEET GRASS OILS LIMITED, a valid and 
subsisting corporation duly incorporated and organized 
under the laws of the Province of Ontario, Canada, with 
head office located at 100 Adelaide Street West, Toronto, 
Ontario, 


(hereinafter referred to as the "BUYER"), 
OF THE SECOND PART. 

WHEREAS the SELLER represents and warrants that it is the 
beneficial owner of the interests in those oil and gas leases and prop- 
erties in the said State of Oklahoma and being located in the North Hoover 
and East Brady Fields of Garvin County, the Short Junction-Newcastle 
Field of McClain County and the Union Valley and Evansville Fields of 
Logan County, and the wells and equipment more particularly described 
and reported on by David L. Dooley, Petroleum Engineer,’ Cravens 
Building, Oklahoma City, Oklahoma in his report to the BUYER dated 
November 20, 1955, a copy of which is attached here and marked Ex- 
hibit "A"; 


AND WHEREAS the SELLER has agreed to sell ani, the BUYER 
has agreed to purchase all the property and assets of the SELLER (sub- 
ject to its liabilities) for the consideration, on the terms and subject to 
the conditions hereinafter set forth; | 
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WITNESSETH THAT in consideration of the premises and the 


[5265 ] 
mutual covenants and agreements hereinafter set forth and contained, it 
is hereby agreed by and between the parties hereto as follows: 
SECTION 1 
For and in consideration of 1, 750, 000 fully paid and non-assessable 
shares of the capital stock of the BUYER to be allotted and issued to the 
SELLER and by its distributed pro rata on a share for share basis 
amongst the shareholders of the SELLER, the SELLER hereby sells to 
the BUYER and the BUYER hereby purchases from the SELLER all the 
property and assets of the SELLER (Subject to its liabilities) all on the 
further terms and subject to the conditions, representations and war- 
ranties hereinafter set forth and contained. 





SECTION 2 

The SELLER hereby represents and warrants to the BUYER that : 
(a) The SELLER is.a valid and subsisting corporation under the laws 

of the State of Oklahoma; ° 
(b) The authorized capital of the SELLER is 3, 000, 000 shares of the 7 

par value of $1.00 each of which there are issued and outstanding 

as fully paid and non-assessable 1, 750, 000 shares; > 
(c) Comprised amongst the assets of the SELLER are all the interests < 

in the oil and gas properties and leases, wells, leasehold facili- 5 


ties and equipment reported on by said David L. Dooley (in his 

said report Exhibit "A" to this Agreement, save and except the 

one producing oil well in the Evansville field of Logan County, 

the net proved developed reserves pertaining to which have been 4 
estimated by said David L. Dooley in his said report at 18, 000 
barrels, but including the remainder of the 5210 acres, the net 
proved undeveloped reserves pertaining to which have been 
estimated by said David L. Dooley in his said report at 1, 3:5, 000 
barrels; and save and except the two complete rotary drilling rigs 
(Emco 350 and Emco 500) appraised by the said David L. Dooley 
in his said report at $150, 000; 
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On closing, the SELLER's assets will be free and clear of any 
lien, charge or encumbrance whatsoever and the financial posi- 
tion of the SELLER will be such that realization of the current 
assets of the SELLER will provide sufficient cash to discharge 
all the SELLER'S liabilities including the liabilities being in- 
curred for costs and expenses in connection with this Agree- 
ment, the sale of the SELLER's assets to the BUYER, the dis- 
tribution of the 1, 750, 000 shares of the BUYER amongst the 
shareholders of the SELLER and the costs and expenses of and 
incidental to the dissolution of the SELLER; 


The payments of rentals in respect of the oil and gas | interests, 
properties and leases comprised amongst its assets have been 
fully paid up to and including at least the 31st day of Pecember, 
1955; 


[5266] | 


The SELLER has not defaulted in any of its obligations under 
any lease or agreement so as to place any of the said interests, 
properties and leases in jeopardy; 


Comprised amongst the assets of the SELLER is the equipment 
more particularly described and listed in the inventory, a cop y 
of which is attached hereto and marked Schedule "B", the cor- 
rectness of which has been certified to by Ray J. Griffith and 
T. L. Dennis as evidenced by their signatures on the ‘usin 
thereof; and 


There are no drilling commitments occurring within the next 
sixty (60) days, other than to commence the drilling of a well 
on the Richardson "C" lease, North Hoover Field, Garvin 
County, Oklahoma, on or before January 3, 1956. 


SECTION 3 ; 

The SELLER covenants, undertakes and agrees to hold a Special 
Meeting of its shareholders on December 27,1955, and thereat to submit 
to a vote the recommendation of its Board of Directors for the sale to 
the BUYER of all the assets of the SELLER (subject to its liabilities) for 
the consideration, on the terms and subject to the conditions herein con- 
tained, and for the distribution of the said 1, 750, 000 shares of the BUYER 
pro rata on a share for share basis amongst the shareholders of the 
SELLER. Unless the shareholders at said meeting by at least the requisite 
majority under the laws of Oklahoma, vote affirmatively to authorize the 
sale of all the assets of the SELLER (subject to its liabilities) to the BUYER 
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WITNESSETH THAT in consideration of the premises and the = 
[5265] ss 


mutual covenants and agreements hereinafter set forth and contained, it 
is hereby agreed by and between the parties hereto as follows: 


SECTION 1 « 

For and in consideration of 1, 750, 000 fully paid and non-assessable ri 
shares of the capital stock of the BUYER to be allotted and issued to the 

SELLER and by its distributed pro rata on a share for share basis " 


amongst the shareholders of the SELLER, the SELLER hereby sells to 
the BUYER and the BUYER hereby purchases from the SELLER all the 
property and assets of the SELLER (Subject to its liabilities) all on the 
further terms and subject to the conditions, representations and war- 
ranties hereinafter set forth and contained. + 
SECTION 2 
The SELLER hereby represents and warrants to the BUYER that 


(a) The SELLER is a valid and subsisting corporation under the laws 
of the State of Oklahoma; . 


(b) The authorized capital of the SELLER is 3, 000, 000 shares of the a 
par value of $1.00 each of which there are issued and outstanding 
as fully paid and non-assessable 1, 750, 000 shares; 


(c) Comprised amongst the assets of the SELLER are all the interests < 
in the oil and gas properties and leases, wells, leasehold facili- 
ties and equipment reported on by said David L. Dooley (in his 
said report Exhibit "A" to this Agreement, save and except the 
one producing oil well in the Evansville field of Logan County, 
the net proved developed reserves pertaining to which have been 
estimated by said David L. Dooley in his said report at 18, 000 
barrels, but including the remainder of the 5210 acres, the net = 
proved undeveloped reserves pertaining to which have been 
estimated by said David L. Dooley in his said report at 1, 375, 000 
barrels; and save and except the two complete rotary drilling rigs 
(Emco 350 and Emco 500) appraised by the said David L. Dooley 
in his said report at $150, 000; « 
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(d) Onclosing, the SELLER's assets will be free and clear of any 
lien, charge or encumbrance whatsoever and the financial posi- 
tion of the SELLER will be such that realization of the current 
assets of the SELLER will provide sufficient cash to discharge 
all the SELLER's liabilities including the liabilities being in- 
curred for costs and expenses in connection with this Agree- 
ment, the sale of the SELLER's assets to the BUYER, the dis- 
tribution of the 1, 750, 000 shares of the BUYER amongst the 
shareholders of the SELLER and the costs and pene of and 
incidental to the dissolution of the SELLER; 


(e) The payments of rentals in respect of the oil and gas interests, 
properties and leases comprised amongst its assets have been 
fully paid up to and including at least the 31st day of peceniber, 
1955; ! 
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(f) |The SELLER has not defaulted in any of its obligations under 
any lease or agreement so as to place any of the said interests, 
properties and leases in jeopardy; 


(g) Comprised amongst the assets of the SELLER is the bauigment 
more particularly described and listed in the inventory, a cop y 
of which is attached hereto and marked Schedule "B"; the cor- 
rectness of which has been certified to by Ray J. Griffith and 
T. L. Dennis as evidenced by their signatures on ee original 
thereof; and 


(h) There are no drilling commitments occurring within | the next 
sixty (60) days, other than to commence the drilling bf a well 
on the Richardson "C" lease, North Hoover Field, Garvin 
County, Oklahoma, on or before January 3, 1956. 


SECTION 3 ! 

The SELLER covenants, undertakes and agrees to hold a Special 
Meeting of its shareholders on December 27, 1955, and thereat to submit 
to a vote the recommendation of its Board of Directors for the sale to 
the BUYER of all the assets of the SELLER (subject to its liabilities) for 
the consideration, on the terms and subject to the conditions herein con- 
tained, and for the distribution of the said 1, 750, 000 shares of the BUYER 
pro rata on a share for share basis amongst the shareholders of the 
SELLER. Unless the shareholders at said meeting by at least the requisite 
majority under the laws of Oklahoma, vote affirmatively to authorize the 
sale of all the assets of the SELLER (subject to its liabilities) to the BUYER 
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in accordance with such recommendations and for the consideration, on 
the terms and subject to the conditions herein contained, the BUYER 
shall be released and discharged from any obligation to the SELLER 
hereunder. The shareholders having so voted, the appropriate officers 
of the SELLER shall certify in writing to the BUYER Accordingly. 
SECTION 4 

The SELLER hereby covenants, undertakes and agrees that forth- 
with after the issuance by the BUYER to the SELLER of the said 1, 750, 000 
shares of the capital stock of the BUYER to which the SELLER will be- 
come entitled pursuant to this Agreement, it will distribute the same 
pro rata on a share for share basis amongst its shareholders, and that 
until after the distribution of the said 1, 750, 000 shares of the capital 
stock 








[5267 ] 
of the BUYER has been made, it will not allot and/or issue any additional 
shares of its capital stock beyond the 1, 750, 000 shares presently issued 
and outstanding, nor will it give, grant or sell any warrants, rights or 
options that might require the issuance of additional shares prior to such 
distribution. 
SECTION 5 ‘ 

Forthwith after the SELLER has delivered to the BUYER the 
certificate of its appropriate officers pursuant to Section 3 above, and 
concurrently with the delivery by the SELLER to the BUYER or its 
nominee, of good and sufficient assignments of all the assets of the 
SELLER in proper and legal form and sufficiently acknowledged and exe- 
cuted to be recordable instruments under the laws of the State of Okla- 
homa, the BUYER shall allot the said 1, 750, 000 shares of its capital 
stock as fully paid and non-assessable, and shall issue a certificate or 
certificates therefor to the SELLER or as the SELLER may designate 
in writing by its appropriate officers under its corporate seal. 
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SECTION 6 | 
The effective date of the sale by the SELLER shall be seven 
o'clock in the forenoon of January 1, 1956. 
SECTION 7 
From and after the effective date, the BUYER shall be entitled 
to the possession of all the assets of the SELLER of whatsoever nature 
and kind and wheresoever situate, and all oil in tanks at such hour and 
all production of oil and gas after the effective date shall be the prop- 
erty of the BUYER to the extent of the interests of the SELLER to be 
assigned to the BUYER hereunder. 








[5268 ] 
SECTION 8 | 
From and after the effective date, the BUYER shall be obligated 
to and shall pay all the costs and expenses of and incidental to the opera- 
tions and further development of the interests in oil and gas leases, 
properties and wells to be assigned to it by the SELLER pursuant tothis 
Agreement. To preclude any default under the Richardson "C" lease 
aforementioned, (provided this Agreement becomes binding on both par- 
ties hereto), on or before the effective date, the BUYER shall deposit 
at the First National Bank of Oklahoma, the sum of $25, 000. 00 and the 
SELLER shall cause Jordan Petroleum Company to commence the drilling 
of well on or before January 3, 1956, as required by said Richardson bal Os 
lease. The contract with Jordan Petroleum Company shall be on terms 
satisfactory to said David L. Dooley. The drilling of the said well shall 
be performed under the supervision of the said David L. Dooley. The 
monies deposited with said Bank may be withdrawn for said drilling pur- 
poses only on the instructions of said David L. Dooley. ) 
SECTION 9 
In connection with the foregoing, it is understood that all trans- 
ferrable powers possessed by the SELLER under operating contracts or 
other contracts shall be assigned and conveyed to BUYER, with benefit of 
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all operating powers available to the SELLER and possession of such 
property shall be delivered to BUYER on January 1, 1956 at 7:00 o'clock 
A.M. 7 
SECTION 10 

It is anticipated that BUYER may desire to provide for the drilling 
of new and additional wells on some of the properties prior to the com- 
pletion of the transfers thereof from the SELLER to the BUYER or its 
nominee, which may of necessity be required to be done in the name of 
the SELLER. In that connection, the SELLER may assume obligations to 
pay certain sums therefor in order to fulfill the contracts and shall save 
harmless the seller from and against any claims or demands in respect 
thereof. Any advances so made shall be considered as development or 
operation expenses of the BUYER with respect to the individual properties 
affected. 
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SECTION 11 
On or before the effective date, the SELLER shall deliver to the 
BUYER all abstracts of title, title certificates, opinions on title and other 


material or evidence of title in its possession or under its control, toget- » 
her with the assignments of the assets as aforementioned, and the SELLER « 
shall with all due diligence thereafter, procure and deliver to the BUYER 


supplemental abstracts of all subsequent recordings including the record- 

ing of the SELLER'S titles. If the BUYER'S attorney shall make any 

reasonable objections to title, the SELLER shall at its sole cost and ex- 

pense do all things within its power to remove said objections, so that 

the BUYER shall obtain a good marketable title to the assets of the SEL- 

LER in the reasonable opinion of the BUYER'S attorney. “ 
It is the intention of this Contract that at the time of closing, title 

which is transferred to BUYER or its nominee be good, valid and market- 

able in the reasonable opinion of BUYER'S attorney, or to the satisfaction 

of a banking institution should BUYER decide prior thereto to secure a 
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loan or a credit on the properties; PROVIDED, HOWEVER, that abstracts 
at no time be required for banking purposes on non-producing areas. 
Abstracting is to be ordered immediately and the matters required 
above will be delivered to Mr.Samuel Ciglen, or whomsoever he shall 
direct, within thirty (30) days from this date, but any delay arising out 
of the volume of work which makes it impossible for the abstracter to 
furnish the material in such time limit will be excused and SELLER will 
procure such certificates or abstract matters or documents as soon as 





possible. 
SECTION 12 
On or before the effective date, the SELLER shall deliver to the 
BUYER all records concerning the assets of the SELLER including pro- 
duction records, geological and geophysical reports, seismograph records, 
maps, plans and reports, well logs, electrologs and all other information 
in its possession or under its control with respect to such assets. 


[5270] 
SECTION 13 : 

The SELLER hereby undertakes, consents and agrees on or before 
the effective date, to appropriately, legally and effectively advise all 
and every company or any person and each of them, to transfer oil pay- 
ments or rentals to the BUYER effective 7:00 o'clock A.M J anuary 1, 1956 
and thereafter. ! 

SECTION 14 : 

Forthwith after the effective date, the SELLER shall deliver to the 
BUYER a Balance Sheet and Financial Statement of its affairs as at 
December 31, 1955, certified by a Certified Public Accountant, verifying 
the financial position of the SELLER to be in accordance with the SELLER's 
representations and warranties hereinbefore set forth; and the SELLER 
covenants that it will not incur any liabilities up to and including the date 
of the final closing hereunder that will materially affect the financial 
position of the SELLER, except as hereinabove expressly provided for. 
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SECTION 15 

The SELLER shall be entitled to rely upon the written instructions 
of Samuel Ciglen of Toronto, Ontario, solicitor for the BUYER, desig- 
nating the nominee of the BUYER to whom the assignments shall be 
made as aforementioned and in respect of any matter pertaining to this 
transaction and the closing hereunder. The BUYER shall be entitled to 
rely upon the written instructions of Robert M. Jordan of Oklahoma City, 
Oklahoma, solicitor for the SELLER, as to any matter pertaining to this 
transaction and the closing hereunder, including the issuance of the said 
1, 750, 000 shares of the BUYER. 

It is agreed between the parties hereto that in the event that there 
are valid objections to title that may reasonably delay the full and com- 
plete closing of the transaction as hereinbefore agreed, then said respec- 
tive attorneys may arrange for partial closing from time to time on such 
terms as they in their sole discretion, may see fit. 
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SECTION 16 a 
The Buyer hereby represents and warrants that 
(a) It is a valid and subsisting corporation under the laws of the a 
Province of Ontario, Canada, with an authorized capital of “ 


9, 000, 000 shares of the par value of $1.00 each, of which 
3, 000, 000 are presently issued and outstanding; 


(b) Its issued shares are listed for tradeing on the Toronto Stock 
Exchange and the American Stock Exchange; 


(c) The 1,750, 000 shares to be issued to the SELLER pursuant to 
this Agreement have been approved for listing on said Exchanges : 
upon notice of the issuance thereof; and 


(ad) Upon the issuance of the said 1, 750,000 shares, the same will be 
fully paid and non-assessable. ~ 


SECTION 17 
Any notice to be given to the parties hereunder may be sent by 
registered mail addressed as follows:- 
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To the SELLER: : 


Depositors Mutual Oil Development Company 
1206 Exchange Avenue, 
Oklahoma City, Oklahoma, U.S. A. 


To the BUYER: 


Great Sweet Grass Oils Limited 
1300 Concourse Building, 

100 Adelaide Street West, 
Toronto, Ontario, Canada. 


and any notice so sent shall be deemed to have been received by the ad- 
dressee on the third day following the mailing thereof. | 
SECTION 18 

This Agreement and everything herein contained shall enure to the 
benefit of and be binding upon the parties hereto and their respective 
successors and assigns. : 

IN WITNESS WHEREOF the parties hereto have executed these 
presents under the hands of their respective proper officers in that be- 
half and have hereunto affixed their respective corporate seals. 


DEPOSITORS MUTUAL OIL. DEVELOPMENT 
COMPANY | 


Per: /s/ ROBERT M. JORDAN 
ATTESTED: President ; 


/s/ Juanita Franklin | 
Secretary GREAT SWEET GRASS OILS LIMITED 


Per: /s/ M. BLOCH _ Treas. &Director 
Per: | 
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FORM 8 


SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON 25, D.C. 


AMENDMENT TO APPLICATION OR REPORT 
FILED PURSUANT TO SECTION 12,13, or 15 
(d) OF THE SECURITIES EXCHANGE ACT OF 
1934 


GREAT SWEET GRASS OILS LIMITED 
AMENDMENT NO. 2 _ 

The undersigned registrant hereby amends the following items, 
financial statements, exhibits or other portions of its current report 
for the month of December, 1955 on Form 8-K as set forth in the pages 
attached hereto: 


(List all such items, financial statements, exhibits or other 
portions amended) 


Item 2, 7 and 11 and 13 (a) (2) 


me ce aK 


ads 
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Il. Pursuant to agreement dated December 24, 1955 between the 
Company and Depositors Mutual Oil Development Company, a 
corporation organized under the laws of the State of Oklahoma 
(hereinafter referred to as "Depositors"), the Company acquired 
through its wholly-owned subsidiary Great Sweet Grass Oil Co., 

* a corporation organized under the laws of the State of Oklahoma 

(hereinafter referred to as "Subsidiary") all of the assets subject 

to liabilities of Depositors, upon the issuance to Depositors, pur- 

suant to a plan adopted by the requisite majority vote of the 


shareholders of Depositors, in accordance 








ee 
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with the laws of the State of Oklahoma, for 1, 750, 000 shares of 
capital stock of the Company and for the pro rata distribution of 
such shares to the shareholders of Depositors, at the rate of one 
share of the capital stock of the Company for every one share of 
the capital stock of Depositors. 
As of December 31, 1955 the assets of Depositors (See Financial 
Statement Exhibit (a) (2) and Report of Dooley Engineering Co. 
dated November 20, 1955, as amended on January 4 and 8, 1956 
attached to Exhibit (b)(2) as Exhibit (b) reflect recoverable oil and 
gas reserves net to the Company's interest as of November 20, 
1955, as follows: 
Net Proved Reserves 


Developed Undeveloped 
Oil Gas Oil Gas 
( Bbl) (MMcf) (BB1) (MMcf) 
1, 254, 000 1, 672 8, 216, 000 16, 495 i 


The records of Depositors reflect the existence of 38 producing wells 

with 52 additional well sites. Present production is at a rate of over ‘ 
$40, 000, a month net to the Company's interest. 

For the purpose of this acquisition, the 1, 750,000 shares of Common 
Stock of the Company were valued by the Directors of the Company at 
$3.75 per share. This valuation was based on engineers' estimates of 
proven developed and undeveloped oil reserves, estimated values of 
unproven properties and the cost of equipment contained on these prop- 
erties. 

At the time of the acquisition of Depositors, there was no material re- 
lationship between the Company or any of its officers and directors and 
Depositors or any of its officers and directors, and determination of the 
fair value of the assets acquired by the Company and the price paid 
therefor resulted through arms-length bargaining between the manage- 
ment and the respective Companies. 

The Company intends to continue to operate the properties acquired from 
Depositors for the same purposes Depositors operated them, i.e. the 
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exploration, development, and production of natural gas and/oil. 

At the time of the Pitt and the Depositors acquisitions there was no 
material relationship between any associates of any director or officer 


of the Company and any director or officer of Pitt and/or Depositors. 
* * * 
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(e)(1) The issuance of 500, 000 shares of the Company's Capital Stock Par 
Value $1.00 per share to Pitt (See Item 2(I) above) was not regis- 
tered by virtue of Rule 133 of the Securities Act of 1933, as 
amended, inasmuch as such shares were issued to Pitt, pursuant 





to a plan adopted by the requisite majority vote of the shareholders 
of Pitt, in accordance with the laws of the Province of Alberta, 
providing for the sale of all of Pitt's assets, subject to liabilities, 
to the Company for 500, 000 shares of capital stock of the Company 
and for the pro rata distribution of such shares to the shareholders 
of Pitt, at the rate of one share of capital stock of the Company 
for every four shares of capital stock of Pitt. 

(2) The issuance of 1, 750, 000 shares of the Company's Capital Stock 
Par Value $1. 00 per share to Depositors (See Item 2(I1)) was not 
registered by virtue of Rule 133 of the Securities Act of 1933, as 
amended, inasmuch as such shares were issued to Depositors, 
pursuant to a plan adopted by the requisite majority vote of the 
shareholders of Depositors, in accordance with the laws of the 
State of Oklahoma, providing for the sale of all of Depositors' 


ow 
assets, subject to liabilities, to the Company for 1, 750, 000 shares 
of capital stock of the Company and for the pro rata’ distribution of 
such shares to the shareholders of Depositors at the rate of one 


share of capital stock of the Company for every one share of 
capital stock of Depositors. | 

(f) With respect to the above acquisitions, the registrant will credit 
the Capital Share Account $1.00 for each share issued and an 
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amount representing the difference between such aggregate par 
value and the fair value of such shares, less the expenses of the 
registrant incident to these acquisitions will be credited to the 
Capital Surplus Account. The fair value of such shares will be 
determined on the basis of the market price of shares on the dates 
of the acquisition and will therefore constitute the cost of the regis- 
trant's investment in such assets and properties. With respect to 
the Pitt acquisition the registrant has determined that the fair 
market value of its shares at the time of said acquisition was 
$3.19. With respect to the Depositors acquisition the registrant 
has determined that the fair market value of its shares at the time 


of said acquisition was $3.75. 
* ae * 
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FOR THE DISTRICT OF COLUMBIA : 
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GREAT SWEET GRASS OILS, LIMITED, 


v. 


SECURITIES AND EXCHANGE | COMMISSION, 3 
Respondent 


PETITION TO REVIEW AN ORDER OF THE 
SECURITIES AND EXCHANGE COMMISSION 
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GEORGE BRUSSEL, jr., 
Sruon Kirern, 
Of Counsel. 
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The Depositors Transaction 

The Pitt Transaction 

The Torny Underwriting 
Respondent’s Opinion and Findings 
Statement of Points 


POINT I—In ordering permanent withdrawal of the 
registration of petitioner’s securities on the 
American Stock Exchange, respondent failed to 
apply appropriate legal standards. Its refusal to 
accept petitioner’s offer to amend its report to 
conform with respondent’s requirements and to 
condition its order of withdrawal thereon consti- 
tuted a penal application of an essentially 
remedial statute and an abuse of respondent’s 


The Power of this Court on Review 


POINT IIl—The respondent erred in holding that the 
securities of petitioner issued for the Depositors 
and Pitt assets were not exempt from the regis- 
tration requirements of the Securities Act by vir- 
tue of Rule 133 and that petitioner did not in 
good faith believe them to be so exempt 


A. The Depositors and Pitt Transactions Were 

in Full Compliance with Rule 133. Neither 

Transaction Constituted a Sale Under Sec- 
tion 5 of the Securities Act 





PAGE 


B. Petitioner Was Entirely Justified in Relying 
Upon the Opinion of Its American Counsel 
That the Depositors and Pitt Transactions 
Were Exempt Under Rule 133 ............ 31’ 


POINT Il—Assuming, arguendo, that the peti- 
tioner’s securities were not exempt, the distribu- 
tion thereof did not create a contingent liability 
under Section 12(1) of the Securities Act requir- 


ing disclosure thereof in petitioner’s annual re- ; 
pore for the Vea TOG noc cis onic ce sentnee cece 34 


POINT IV—The findings of fact material to the dis- 
ciplinary action taken by respondent against peti- | 
tioner were not supported by substantial evidence 38 
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In THE 


United States Cot of Appeals 


FOR THE DISTRICT OF COLUMBIA 


No. 13921 


a 


Great Sweet Grass Ons, Luaren, 
Petitioner, 


Vv. 


Securities anp Excuance Commission, 
Respondent. 


—_————————~ 


BRIEF FOR PETITIONER 


Jurisdictional Statement 


On April 8, 1957, respondent Securities and Exchange 
Commission issued its findings of fact, opinion and order? 
under Section 19(a)(2) of the Securities Exchange Act of 
1934 '[(15 U.S.C.A. § 78-s(a)(2)] (‘‘the Exchange Act’’), 
directing that the registration of the capital stock of peti- 
tioner, Great Sweet Grass Oils, Ltd., sued herein as Great 


1 Officially cited as Securities Exchange Act Release No. 5483 
and sometimes hereinafter referred to as “Op. p. ——”. References, 
unless otherwise indicated, are to pages of the typewritten transcript 
of the stenographer’s minutes. By pre-hearing stipulation the per- 
tinent portions thereof are to be incorporated in a printed appendix 
which will be cross-referenced to the typewritten transcript. 
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Sweet Grass Oils, Limited, on the American Stock Ex- 
change be withdrawn effective April 13, 1957, upon the 
expiration of then outstanding orders of respondent issued 
under Section 19(a)(4) of the Exchange Act suspending 
trading in said stock through that date. Petition for re- 
view in this Court was filed on June 5, 1957. This Court 
has jurisdiction under the provisions of § 25(a) of the Ex- 
change Act (15 U.S.C.A. § 78-y). 


Statement of the Case 


Petitioner is incorporated under the laws of the Province 
of Ontario, Dominion of Canada. Its capital stock was duly 
registered with the American Stock Exchange in November, 
1954 and was admitted to trading in January, 1955. 


Separate proceedings were instituted below by order and 
notice of hearing dated October 19, 1956, under Section 
19(a)(2) of the Exchange Act, against Great Sweet Grass 
Oils, Ltd. (‘‘petitioner’’) and against Kroy Oils, Ltd. 
(‘‘Kroy’’), petitioner in the companion appeal. The pro- 
ceedings were consolidated and formal hearings were com- 
menced before a Hearing Examiner on November 26, 1956, 
and were continued from time to time until the withdrawal 
order of April 8, 1957. 


The purpose of the proceedings below was to determine 
whether it was necessary or appropriate for the protection 
of investors to suspend for a period not exceeding twelve 
months, or to withdraw the registration on the American 
Stock Exchange of the capital stock of petitioner and of 
Kroy for failure to comply with Section 13 of the Exchange 
Act primarily in that reports filed with respondent pur- 
suant to that section were claimed by respondent to con- 
tain false and misleading statements. These reports set 
forth, inter alia, claims of petitioner to an exemption from 
registration under Section 5 of the Securities Act of 1933 
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(“‘Securities Act’’ )? of a total of 2,250,000 shares of peti- 
tioner’s stock, and estimates of the amount and value of 
certain oil and gas reserves acquired by petitioner from 
Depositors Mutual Oil Company (‘‘Depositors’’) and Pitt 
Petroleums, Ltd. (‘‘Pitt’’), in consideration of the issuance 
to Depositors and to Pitt of said 2,250,000 shares, i.e., 
1,750,000 shares to Depositors and 500,000 shares to Pitt. 


The Depositors Transaction 


Some time in October, 1955, Robert R. Jordan, an Okla- 
homa City attorney who with his family had been engaged 
in the oil production business, met with Samuel Ciglen, a 
Toronto lawyer specializing in mining law and then acting 
as Canadian counsel for petitioner, at Ciglen’s office in 
Toronto. Jordan informed Ciglen that he, Jordan, was 
anxious to consolidate and liquidate his family’s holdings 
of 38 producing wells and 52 additional well sites, and 
for that purpose desired to organize a Canadian corpora- 
tion and perhaps to issue stock to the public (pp. 80, 81). 


Ciglen advised Jordan concerning the formal require- 
ments (p. 81) and Jordan also made inquiries of his own 
from the Ontario Securities Commission from whom he 
gained the impression that more than 30 stockholders were 
needed to launch a security issue of this type (pp. 109, 111). 


2 The exemption was claimed under Rule 133 of respondent’s 
rules promulgated under the Securities Act providing, in effect, that 
stock issued to a corporation in consideration of a transfer of that 
corporation’s assets to the issuer is exempt from registration under 
Section 5 of the Securities Act if the stockholders of the asset- 
transferring corporation approve the transfer in accordance with 
local state law and if, as a result of such stockholder approval, dis- 
senting stockholders became bound thereby. The text of the rule 
is set out below at page 25. 

2 Ciglen had been petitioner’s Canadian counsel since 1952 (sum. 
p. 5). He was elected a director December 15, 1955 (p. 2872), and 
President in March, 1956 (p. 2807). He resigned in all capaci- 


ties shortly after this proceeding was instituted (p. 2794). 
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In the course of these conversations Ciglen suggested that 
petitioner might be willing to acquire said properties (p. 
81), a suggestion which led to further conferences between 
Jordan and Ciglen in Oklahoma City and in Toronto, cul- 
minating in the agreement, dated and executed on Decem- 
ber 24, 1955 (Resp. Ex. 1), whereby all of the Jordan 
properties were acquired by Depositors and were trans- 
ferred to petitioner for 1,750,000 shares of petitioner’s 
stock. 


\ 


é 


‘ 


The acquisition of this property and pertinent engineer- 
ing data were reported by petitioner to respondent in 
amendment No. 3 to its current (form 8-K) report dated 
October 24, 1956, filed on October 24, 1956 (pp. 5343-5423). 


At some point, the record being wholly silent as to the 
exact time, Ciglen, after being importuned by Jordan as 
to the necessity for receiving some cash before the end 
of the year, suggested that he, Ciglen, had people in 
Canada who might be willing to purchase at $1.15 per 
share the shares then to be issued by petitioner for the 
Jordan-Depositors properties (pp. 125, 163). This re- 
sulted in an agreement between the stockholders of De- 
‘positors who were to receive a pro rata share of peti- 
tioner’s stock upon the dissolution of Depositors, to sell 
all except 60,000 shares to Ciglen’s Canadian principals 
(p. 169). The 60,000 shares were to be retained by Jor- 
dan (p. 133). There being no necessity for transferring 
petitioner’s stock first to Depositors and then to its share- 
holders, pro rata, in dissolution, Ciglen, acting for his 
Canadian principals, and Jordan acting for the stock- 
holders of Depositors, agreed that the shares transferable 
to Depositors and its stockholders should be held in trust 
by Ciglen, in Canada, to facilitate delivery to his Canadian 


























“This exhibit was marked for identification but only to identify 
it for the record, the document having been deemed in evidence for 
all purposes and respondent having consented to its receipt in evi- 
dence (pp. 105, 152, 153). 
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principals when their purchases of this stock were. to: be 
consummated by payment therefor. (pp. 123, 131)... Thus 
it was that delivery of petitioner’s shares to Depositors 
and to its shareholders was made only constructively. 
The only physical. delivery. of. these. shares, was. to a 
Canadian brokerage house designated by Ciglen, where he 
maintained or opened for this purpose a special trust 
account (pp. 124, sum. p. 44). 


The closing of the transaction for. the acquisition of 
the properties took place in Oklahoma City, Oklahoma, 
on December 24, 1955 (p. 152). Every one of the formali- 
ties required to be observed under Rule 133 was strictly 
adhered to (pp. 1493-1499). A week or two thereafter 
(pp. 560, 562), one Charles Berman, a former associate 
and partner of Jordan, called upon Jordan and told him 
that he was then engaged in the business of selling secu- 
rities. Jordan suggested that he get in touch with the 
Canadians who had recently purchased Depositors’ hold- 
ings of petitioner’s stock (pp. 562-581). Berman then 
called on some of these Canadians in Canada and per- 
suaded them that they could legitimately resell their shares 
at a profit through the brokerage concern with which he 
was then or to be associated in New York City (pp. 564- 
581) which would act as agent and receive a commission 
therefor’ (p. 567). The proposed vendor executed a 


so-called ‘‘vendor’s letter’’ instructing the broker to 


sell and representing that the stockholders of Depositors 
Mutual were the source of the securities, ‘that the vendor 
was not a person in. control of petitioner and that the 
vendor’s attorney had expressed.an opinion that the .secu- 
rities were exempt from registration under the Securities 
Act. At least one of the. broker-dealer firms who, ulti- 
mately sold the stock in the United States, acting through 
qualified American counsel. (Stanley Goldman, formerly 
employed by respondent as an attorney), approved the 
vendor’s letter as to form and content (pp. 3501-3655). 
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In this manner and by these means and through three 
New York City broker-dealers, a large part of the stock 
petitioner had issued or which had become issuable to 
Depositors and to its stockholders found their way into 
the hands of American investors during the period Febru- 
ary-May, 1956. 


Respondent’s final (third amended) notice of hearing 
dated November 16, 1956 (pp. 5242-5246) charged with re- 
spect to the Depositors transaction that petitioners’ state- 
ments in its 8K and 10K forms and in amendments thereto 
were false and misleading in that petitioner improperly 
claimed exemption under Rule 133 for the 1,750,000 shares 
it had issued to Depositors, and had overstated the amount 
and fair value of the oil and gas reserves it had thus ac- 
quired. 

The record is silent as to any connection of petitioner 
with the New York-City broker-dealer sales or even any 
knowledge on petitioner’s part that they were taking place. 


On the contrary, Vogan, petitioner’s comptroller testified 
(pp. 2789 et seq.) that the officers and directors of peti- 
tioner who succeeded Ciglen knew nothing at all about these 
transactions and that, so far as they knew, Ciglen was act- 
ing for others. Respondent left this testimony stand com- 
pletely unrefuted. 


The Pitt Transaction 


On November’ 26, 1955, in an arm’s length transaction 
petitioner acquired all of the assets of Pitt consisting of 
oil and gas properties in Alberta, Canada, in exchange for 
500,000 shares of petitioner’s stock valued at 85% of the 
closing market quotation on the date of acquisition ($3.19 
per share). The value of the properties was based on a 
geological report of Sproule Associates, experienced 
geologists and oil engineers. When petitioner filed an 
amendment to its current report for the month of Decem- 
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ber, 1955 (Amendment No. 2 to Form 8K dated October 
16, 1956 and filed October 17, 1956), a copy of the Sproule 
engineering report was annexed thereto. 


Some months later (April, 1956) as a result of an inquiry 
by respondent, and because of water seepage on certain 
of petitioner’s Canadian properties, Sproule revised its 
prior estimates of petitioner’s oil reserves. Respond- 
ent then called on petitioner to explain, reconcile and cor- 
rect its current reports and while petitioner was so en- 
gaged, the instant proceedings were commenced (pp. 1021- 
1029, 1041). 


In respondent’s third amended notice of hearing dated 
November 16, 1956 (pp. 5242-5246), respondent charged 
that petitioner’s statements on its 8-K 1956 report and on 
its 1956 10-K forms and in its amendments thereto, were 
false and misleading in that petitioner improperly claimed 
an exemption under Rule 133 for the 500,000 shares it had 
issued to Pitt, and overstated the amount and value of the 
oil and gas reserves it had thus acquired. 


The Torny Underwriting 


In August 1955, petitioner sold 500,000 shares of its stock 
to Torny Financial Corporation of Toronto, Canada 
(‘*Torny’’) at $2.75 per share. The proceeds were ear- 
marked for use as working capital. Petitioner listed this 
stock on the American Exchange in an application stating 
that these shares were intended for distribution outside the 
United States and were therefore exempt from registra- 


tion under the Securities Act. (Resp. Ex. 27, p. 3327).. The © 


bulk of this stock was distributed to dealers and investors 
in Canada (Op. p. 12). Some five months later, Canadian 
vendors using the same mechanic as described in the De- 
positors’ transaction marketed most of this stock in the 
United States at prices substantially mam: than the Torny 
underarrifing price of $2.75 per share.. 
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In its 8K and 10K reports: petitioner claimed exemp- 
tion for these shares upon the ground that they were to 
be distributed outside the United States. In its third 
amended notice of hearing respondent charged that Torny 
contemplated an American distribution when it underwrote 
the shares in 1955; that Torny was an affiliate of petitioner; 
and that its plan was therefore imputable to petitioner, 


and that petitioner’s claim of exemption was false and mis- 
leading. 


Respondent’s Opinion and Findings 


In its opinion and findings respondent held that while 
Rule 133 exempts from registration the shares of a cor- 
poration issued for corporate assets transferred to the 
issuer if approved by the stockholders of the transferring 
corporation in accordance with applicable state law, never- 
theless ‘‘where the persons (individuals) negotiating the 
(transfer of assets) have sufficient control of the voting 
stock (of the transferring corporation) to make a vote of 
stockholders a mere formality, Rule 133 does not apply’’ 
(Op. p. 11). Respondent further held that both the Pitt 
and Depositors’ transactions involved a pre-existing plan 
to use the Pitt and Depositors’ stockholders merely as a 
conduit for distributing a substantial amount of petition- 
er’s securities to the public and that under such circum- 
stances Rule 133 would not be deemed applicable, notwith- 
standing its express language to the contrary, and despite 
the issuer’s reliance upon the written opinions of American 
counsel to the effect that the rule applied to both transac- 
tions. Respondent further held that even if petitioner’s 
shares had been issued pursuant to Rule 133 and had been 
exempt from registration by reason thereof, subsequent 
sales of the exempt stock would require registration under 
Section 5 of the 1933 Act. 


Respondent further held that by reason of the unavail- 
ability of the Rule 133 exemption, the issuance of peti- 


tioner’s shares in exchange for the assets of Pitt and 
Depositors created a contingent liability under Section 
12(1) of the Securities Act which was not reflected in peti- 
tioner’s annual 10-K report and in subsequently filed 
amendments thereto, and that by reason thereof said re- 
‘ports were false and misleading. 


Respondent also found that the shares of petitioner issued 
in connection with the Depositors and Pitt transactions 
had been sold in the United States pursuant to a ‘‘pre- 
existing plan’’ and a scheme ‘‘engineered’’ by Ciglen pur- 
suant to which the three broker-dealer firms in New York 
City sold and distributed the shares in the United States 
on the basis of false and misleading statements with re- 
spect to the amount and value of petitioner’s oil and gas 
reserves. 


Respondent further found that Ciglen controlled Torny 
and held that by reason of such control and Ciglen’s re- 
lationship to petitioner as counsel, director and President, 


petitioner had become an affiliate of Torny; that by reason 
of 1954 and 1955 underwritings by Torny of 500,000 shares 
of petitioner and the resale of said shares by broker- 
dealers in the United States, the shares so issued to Torny 
were originally intended for distribution in the United 
States and that, by reason thereof, petitioner’s reports in 
respect of said shares were false and misleading in failing 
to disclose the contemplated distribution in the United 
States, the affiliation between petitioner and Torny and 
petitioner’s contingent liability under Section 12(1) of 
the Securities Act. 


Respondent farther held that in August, 1955, petitioner 
had purchased for $875,000 from Ontario Cobalt Mines 
Limited (‘‘Ontario Cobalt’”) 1,000,000 shares of Golden 
West Minerals, Ltd. (‘‘Golden West’’); that Golden West 
was controlled by Ciglen; that Ontario Cobalt was a 
Ciglen-controlled ‘‘sub-underwriter’’ of petitioner; that 
the purchase price of said shares represented 60% of the 





10 


proceeds of the Torny underwriting and that petitioner’s 
report filed with respondent in respect of this transaction 
was false and misleading in failing to disclose this fact 
and in representing that such proceeds were to be used 
for general corporate purposes. Respondent further held 
that petitioner had violated Section 13 of the Act in fail- 
ing to report a subsequent acquisition by petitioner of all 
of the assets of Golden West in exchange for 250,000 shares 
of Sweet Grass. None of the alleged violations in respect 
of Golden West, its shares or its assets, had been speci- 
fied in respondent’s third amended notice of hearing, the 
notice by which this proceeding was brought on. 


Respondent found that petitioner’s engineers’ estimate 
of 1,264,139 bbls. of proven reserves for the Pitt proper- 
ties overstated them by 634,000 bbls. (op., p. 17). 


And respondent also found that petitioner’s engineers’ 
estimate of proven reserves of 9,470,000 bbls. for the De- 
positors’ properties overstated them by 6,600,000 bbls. (op., 
pp. 16, 17). 


Although petitioner did not concede the accuracy of re- 
spondent’s engineer’s estimates, it made a formal offer 
during the hearings to revise its estimates to conform 
to respondent’s and to amend, accordingly, all of its re- 
ports theretofore filed with respondent (p. 2751). 


Pending determination of the proceeding respondent 
made interim orders under $19(a)(4) of the Exchange 
Act suspending the registration of petitioner’s capital’ 
stock on the Exchange for consecutive ten-day periods. 
On April 8, 1953, respondent made the order here under 
review, directing the withdrawal of the registration of 
petitioner’s stock on the American Stock Exchange, effec- 
tive on Saturday, April 13, 1957, the expiration date of 
the last of said interim orders. By press release simul- 
taneously issued respondent announced that, effective on 


— 


11 


April 15, 1957, over-the-counter trading in petitioner’s 
capital stock which had theretofore been prohibited, would 
be resumed. 


Statement of Points 


1. In ordering permanent withdrawal of the registra- 
tion of petitioner’s securities on the Exchange, respond- 
ent failed to apply appropriate legal standards. Its re- 
fusal to accept petitioner’s offer to amend its reports to 
conform to respondent’s requirements and to condition its 
order of withdrawal thereon constituted a penal applica- 
tion of an essentially remedial statute and an abuse of 
respondent’s discretion. 


2. Respondent erred in holding that the securities of 
petitioner issued for the Depositors and Pitt assets were 
not exempt from the registration requirements of the 
Securities Act by virtue of Rule 133, and that petitioner 
did not in good faith believe them to be so exempt. 


3. Assuming, arguendo, that the petitioner’s securities 
were not exempt, the distribution thereof did not create 
a contingent liability under §12(1) of the Securities Act 
requiring disclosure thereof in petitioner’s annual report 
for the year 1956. 


4. The findings of fact material to the disciplinary 
action taken by respondent against petitioner were not 
supported by substantial evidence. 
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POINT I 


In ordering permanent withdrawal of the registra- 
tion of petitioner’s securities on the American Stock 
Exchange, respondent failed to apply appropriate 
legal standards. Its refusal to accept petitioner’s offer 
to amend its report to conform with respondent’s re- 
quirements and to condition its order of withdrawal 
thereon constituted a penal application of an essen- 
tially remedial statute and an abuse of respondent’s 
discretion. 


The primary purposes of the Exchange Act is to require 
full disclosure of information pertinent to transactions in 
securities upon the national exchanges so that the main- 
tenance of fair and honest markets in such transactions 
may be insured for the benefit of the investing public. 
American Sumatra Tobacco Corporation v. SEC, 110 F. 2d 
117, 71 App. D. C. 259; Smolowe v. Delendo Corporation, 
36 F. Supp. 790 (DCNY 1940) ; SEC v. Wimer, 75 F. Supp. 
955. 

In accordance with this general principle, an order 
issuing under Section 19 of the Act has been construed to 
be remedial rather than penal. Wright v. SEC, 112 F. 2d 
89, 94 (CCA 2 1940). Indeed, the statute itself mandates 
that the action to be taken thereunder must be ‘‘necessary 
or appropriate for the protection of investors.’’ And in 
SEC v. Transamerica Corp., 10 SEC 454 (1941), because 
respondent considered the statute to be remedial rather 
than penal it held that the proceeding need not be instituted 
by formal charges. 


While Section 19 does empower respondent to withdraw 
rather than to suspend a registration upon a finding of past 
non-compliance with the reporting requirements of the 
Exchange Act, it has been respondent’s almost invariable 
practice to qualify its withdrawal order in such a way as 
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to permit reinstatement upon a showing of compliance by 
the issuer of the securities involved.® 


This has long been the practice followed in every one of 
the reported administrative cases we have been able to find 
involving large companies with actively traded securities. 
For example, in Callahan Zinc Lead Co., 6 SEC 209 (1939), 
a corporation having approximately 9,500 stockholders, 
respondent held (p. 211): 


**In view of the changes made by the company, the 
corrective amendments which have heretofore been 
filed, and the Commission’s desire to protect the in- 
terest of the stockholders, we have decided to dismiss 
this proceeding without prejudice to future proceed- 
ings or any proper grounds including those in the 
present case.’’ 


In A. Hollander & Sons Inc., 8 SEC 586 (1941), the §19 
(a) (2) order provided for the filing of appropriate amend- 
ments within 90 days, the mailing of copies of the order to 
each stockholder and the filing of quarterly public reports 
(at p. 618): 


‘*It will not be necessary or appropriate for the pro- 
tection of the investors to suspend or withdraw regis- 
tration if the registrant will take steps to correct the 
public record and to advise the stockholders of the 
deficiencies we have found, in the existing public rec- 


5 At page 515 of his treatise “Securities Regulation” Mr. Louis 
Loss points out that during the first 10 years of the administration 
of the Act, out of the 76 proceedings instituted under Section 19, 
90% related to failure to file reports and 10% to the filing of defi- 
cient reports. Of 49 withdrawal orders entered during this period 
substantially all related to small companies with negligible assets in 
which little or no investor interest was shown. He says: 


“Where the Commission has found it necessary to institute in- 


voluntary delisting proceedings against some of the larger companies, 
it has aici invariably entered a dismissal order upon the filing of 


appropriate amendments.” 
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ord and, in the future, to keep investors fully advised 
as to material transactions between the registrant, on 
one hand, and its officers and directors and their con- 
trolled corporations, on the other.’’ 


In Transamerica Corporation, Sec. Ex. Act. Rel. 3946 
(1947), after the registrant had made amendments suffi- 
cient to enable investors to appraise the relevant facts, 
respondent held that the public interest did not require a 
continuation of the proceeding to determine other issues. 


And in Adolph Gobel, Inc. [Sec. Ex. Act. Rel. 5003 
(1954)] it appeared that the company’s reports were not 
timely filed and had not been certified by an independent 
accountant. Subsequently the company sent its stock- 
holders a report prepared by its new accountants con- 
taining a detailed reconciliation of the figures in the old 
and new financial statements from which it also appeared 
that the company’s affairs were being administered under 
the direction of a trustee in bankruptcy. On these facts 
respondent held that where ‘‘it appears that the disclos- 
ures made are substantially correct, there is no need to 
deny stockholders access to their exchange market.’’ 


At pages 2750-2 of the record appears a formal offer 
by petitioner to file amended reports to conform to re- 
spondent’s requirements.* Respondent found that peti- 
tioner had also offered ‘‘to consent to a suspension of 12 
months subject to application for earlier termination of 
the suspension upon a showing that corrected reports have 
been filed, that each stockholder had been furnished a copy 
of (the Commission’s) opinion, that a stockholders’ meet- 
ing had been held, and that proxy solicitations had been 
made under (the Commission’s) rules.’” 


* See also reference thereto in summation of respondent’s coun- 
sel, pp. 70-73. 


7 Op., p. 20. 
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Upon the basis of this offer and perceiving no reason 
why the statute’s remedial purpose could not be served by 
accepting it, Mr. Blackstone, Associate Director of the 
Division of Corporation Finance and counsel in charge of 
the trial of this proceeding, recommended that respondent 
merely suspend petitioner’s registration for one year sub- 
ject to an application for earlier reinstatement upon a 
showing of compliance with respondent’s requirements. 


Petitioner’s assets are tangible and substantial. Accord- 
ing to Mr. Tell White, respondent’s own petroleum engi- 
neer, whose appraisals of petitioner’s oil reserves peti- 
tioner was willing to accept,” petitioner’s proven oil re- 
serves amounted to at least 3,495,000 barrels worth at least 
$2,400,000. In addition petitioner has _ substantial 
Canadian assets including but not limited to vast proven 
gas reserves in the Province of Alberta which are under 
contract with Trans-Canada Pipe Line Company and which 
will produce substantial revenue in 1958 when construction 
of the Calgary-Winnipeg section of the Trans-Canada pipe 
line is expected to be completed.® It owns 47 base metal 
mining claims in the Province of New Brunswick and in- 
terests in mining leaseholds in Alberta aggregating 7,465 


7a The offer was made without conceding an overstatement by 
petitioner (p. 2751). 

® Respondent estimated the proven reserves acquired by peti- 
tioner in the Depositors transaction at 2,870,000 barrels (op., p. 16) 
and the proven reserves acquired in the Pitt transaction at 625, 
barrels (op., p. 17). It found the negotiated purchase price of the 
Depositors reserves to be $2,000,000 (op., p. 6) “which price bears 
a reasonable relationship to the fair oil-in-ground value of the 
reserves . . .” (op., p. 16). It estimated at something over 
$400,000 the value of the petitioner’s Pitt reserves (op., p. 18) thus 
establishing minimal value for the Depositors and Pitt reserves 
alone of upwards of $2,400,000. 

°A public offering of debentures and common stock of Trans- 
Canada Pipe Lines, Ltd. aggregating more than $100 millions was 
made in February 1957, and the pipe line itself from Alberta to 
Nontreal, Canada—more than 2,000 miles, serving all communities 
between—is estimated to cost $375 millions, and expected to be 
completed November 1958. (The Commercial and Financial Chron- 
icle, February 18, 1957 and March 25, 1957, Volume 185, pp. 868, 
1432). 
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acres as well as an interest in a 100,000 acre reservation 
in Saskatchewan.”° The 5,000,000 shares of petitioner out- 
standing are held by some 20,000 stockholders of whom 
more than 18,000 are residents of the United States (op., 
p. 20). 


The order under review is therefore in conflict with the 
Commission’s own settled policy. Under such circum- 
stances it is the duty of the reviewing court to grant re- 
lief by annulling the order or remanding the proceeding 
with appropriate instructions. Breswick v. United States, 
—— F. Sup.—— (D.C. N. Y.) Sept. 27, 1957, Civ. No. 
101-114. 


In that case a statutory court reviewing an order of the 
Interstate Commerce Commission under the Urgent De- 
ficiencies Act held that it had been the consistent view of 
that Commission that its approval of acquisition of control 
of a railroad by a non-carrier person and a finding that 
such acquisition was in the public interest were both pre- 
conditions of further regulatory supervision of the non- 
carrier persons under the Interstate Commerce Act. After 
citing numerous ICC cases in which that agency had de- 
cided the question similarly, the statutory court annulled 
an order of the ICC purporting to authorize the issuance 
of securities by a non-carrier person under a section of 
the Interstate Commerce Act (§ 20a) which gives the ICC 
power to authorize such securities in respect of a non- 
carrier person controlling two or more railroads. The 
Court held that the ICC order authorizing the issuance of 
the securities was in conflict with the ICC’s own adminis- 
trative practice. 

In the case at bar, as pointed out above, equally well 


settled is respondent’s practice of qualifying its order 
withdrawing the Exchange registration of a large com- 


10 Form 8 dated June 22, 1956, filed June 25, 1956 constituting 
amendment to 10-K report for year ended December 31, 1955 
(tr. pp. 5343-5423). 
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pany whose securities are actively traded, by an offer of 
reinstatement upon subsequent compliance with the Act’s 
reporting requirements. The order withdrawing petition- 
er’s registration being both inconsistent with respondent’s 
own administrative interpretation of the appropriate legal 
standards (to which the greatest weight must be at- 
tached)** and therefore an abuse of its discretion, should 
be annulled, or this proceeding should be remanded with 
appropriate instructions. 


Until the issuance of respondent’s temporary suspen- 
sion order on October 25, 1956, petitioner’s stock had been 
listed on the American Stock Exchange (pp. 3273-6, 3279- 
81, 3306-25, 3364-82). All trading in petitioner’s stock on 
the American Stock Exchange ceased on October 25, 1956, 
and has never been resumed. Respondent’s order of with- 
drawal became effective April 13, 1957 and remains in 
effect.” 


All of the New York City sale transactions took place 
from February to May, 1956 (op., p. 7) at a time when 
the petitioner’s securities were still listed on both ex- 


changes. 


As a result of respondent’s action a heavy blow has 
fallen upon the American investors, present and future,” 


11 The Supreme Court has repeatedly held that an agency’s con- 
sistent construction of its own rules is “of controlling weight unless 
it is plainly erroneous or inconsistent with the regulation” Bowles v. 
Seminole Rock & Sand Co., 325 U. S. 410, 414 (1945); and that 
a similar construction of the statute administered by the agency is 
to be given “great weight” United States v. American Trucking 
Assn., Inc., 310 U. S. 534, 549 (1940); Noble v. United States, 
319 U. S. 88, 93, n. 4 (1943) ; Billings v. Truesdell, 321 U. S. 542, 
553 (1944) ; Boutell v. Walling, 327 U. S. 463, 471 (1946) ; SEC 
v. Associated Gas & Electric Co., 99 F. 2d 795, 798, 1 SEC Jud. 
Dec. 592 (C. A. 2, 1938); Charles Hughes & Co. Inc. v. SEC, 139 
F. 2d, 434, 437 (C. A. 2, 1943) cert. den. 321 U. S. 786. 

22 By an unofficial press release dated April 9, 1957 and simul- 
taneously issued, respondent notified the financial community that 
trading would be permitted over the counter effective with the with- 
drawal of petitioner’s registration. 

18 See fn. 16, infra. 
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for whose protection the Exchange Act was enacted. Apart 
from over-the-counter trading over which the SEC exer- 
cises no direct regulatory supervision and which at best 
is an unreliable and unsatisfactory method of trading, 
no public facilities presently exist for the sale and pur- 
chase of their securities." 


The catastrophic effect of this situation upon the market 
price of their stock can well be imagined.* Without any 
way of knowing the gross volume of trading, over-the- 
counter market prices have little market significance, and 
the wide spread which exists between bid and offer on 
such unlisted trading makes it a thoroughly undependable 
vehicle for public trading in securities. Particularly is 
this true of a large issue such as petitioner’s 5,000,000 
issued shares.*® 


** Respondent having unconditionally rejected petitioner’s offer 
to make full disclosure in accordance with respondent’s own esti- 
mates, petitioner is without remedy unless this Court of review 
either by annulling respondent’s order or remanding the proceeding 
with appropriate instructions, makes compliance possible. 

25 The first notice of hearing issued on October 19, 1956. During 
the week ending that day a total of 71,000 shares was traded on 
the American Stock Exchange and 39,300 on the Toronto Stock 
Exchange. (The Commercial and Financial Chronicle, October 22, 
1956, Vol. 184, pp. 1711, 1722.) The closing prices of petitioner’s 
stock on October 19, 1956 were $2.75 on the American Stock Ex- 
change and $2.65 on the Toronto Exchange. Respondent suspended 
trading in petitioner’s stock on the American Stock Exchange on 
October 25, 1956. During the week ending October 26, 1956, 
309,700 shares were traded on the American Stock Exchange and 
463,515 shares on the Toronto Stock Exchange. Because of the 
suspension of trading on October 25th there was no quoted wood 
price on petitioner’s stock for the week ending October 26, 1956, 
but during that week the price fluctuated from a high of $2.62 to 
a low of $1.25. The last sale during that week was at a price of 
$1.60 (Ibid., Vol. 184, p. 1821). 

16 Speaking of the remedy of involuntary delisting under section 
19(a) (2) Mr. Loss declares: 

“The remedy is Draconian. Where management fails to com- 
ply with some provision of the Act or the Commission’s rules . . . 
it makes little sense to visit the sin on the innocent security holders 
by depriving them of an exchange market, not to mention the 
statutory advantage of registration” (Loss, op. cit., p. 515). 
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Of as great if not greater importance to the protection 
of present and future investors are those Exchange Act 
protections now lost as a result of respondent’s action. 
They include the protections of $14 (15 USC §78n) and 
the proxy rules promulgated thereunder to which, as a 
result of the delisting order, petitioner is no longer 
subject.*” 


Only because of a fortuitous earlier full registration of 
its securities under the Securities Act’ is petitioner still 
required under § 15d [15 U.S.C. § 78-0(d)] of the Exchange 
Act to file any reports whatsoever under Section 13 (15 
U.S.C. § 78m) of that Act. These include current reports 
on form 8K disclosing such significant matters as changes 
in control, the acquisition and disposition of assets, and the 
existence of material litigation. Also required are semi- 
annual and annual reports on forms 9K and 10K, setting 
forth, in conformity with respondent’s soundly conceived 
reporting requirements, all of the important financial in- 
formation which a security holder must have and, con- 
ceivably, may not otherwise obtain, to assist him in the 


17 Prior to October 1956 petitioner had made no solicitation of 
proxies (sum. p. 71). Its by-laws permitted meetings for election 
of directors to be conducted by a quorum of five stockholders. Peti- 
tioners had included in their offer in compromise of this proceeding 
(sum. p. 71), a stipulation that petitioner would thenceforth solicit 
proxies for the election of directors in conformity with respond- 
ent’s proxy rules. Had the offer been accepted petitioner’s security 
holders, who are scattered throughout the world, would have been 
fully informed as to the matters of which respondent complained. 
Not only would the stockholders have been fully informed of all 
matters embraced by comprehensive Rule X-14 dealing with proxy 
solicitations but to this information would have been added all of 
the important information contained in the respondent’s findings 
and opinion which, as part of the offer made by petitioner and 
in conformity with the practice of respondent in such cases (see 
supra, pp. 13-14) were to be sent to each of petitioner’s stock- 
holders. Noteworthy is the fact that, since the delisting, in a 
bitterly fought proxy contest for control of petitioner there was no 
regulatory supervision by respondent whatsoever. 


172 S, E. C, Registration No. 2-9782. 
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handling of his investment. And these reports have be- 
come wholly unavailable to the stockholders of Kroy be- 
cause that petitioner, never having registered any of its 
securities under the Securities Act, is not bound to file any 
reports whatsoever. 


Other benefits of the Exchange Act denied to present and 
future investors as a result of respondent’s action, are the 
provisions of Section 15 (15 U.S.C. § 78-0), which prevent 
unregistered brokers from dealing in petitioner’s securities 
while they are registered on the Exchange, and of Section 
16 (15 U.S.C. § 78-p) which (a) require holders of 10% or 
more of petitioner’s securities and petitioner’s directors 
and officers to file Form 6 reports with respect to their 
acquisitions and dispositions of such securities; (b) prevent 
such persons from deriving insider profits on ‘‘short- 
swing’’ transactions in petitioner’s securities; and (c) 
prevent such persons from selling petitioner’s securities 
short. The mere recital of these statutory protections 
demonstrates not only the harm which befell the present 
holders of petitioner’s securities but also the loss to all 
future investors therein of the benefits and protections of 
the Exchange Act. It is for precisely these reasons that 
respondent has, in the past, consistently avoided uncondi- 
tional withdrawals of the registration of large companies 
with substantial assets and actually traded securities.’”* 


And it is for these same public interest and investor-pro- 
tection reasons that respondent’s failure to accept peti- 
tioner’s offer to file amended reports in conformity with 
respondent’s estimates, ignored the applicable Exchange 


18Tn its press release issued simultaneously with the publication 
of the order under review, respondent announced that trading in 
petitioner’s securities could be resumed over-the-counter effective 
on the withdrawal of petitioner’s American Exchange registration. 
This was tantamount to an invitation to trade but without the bene- 
fits and protections of the Exchange Act which are guaranteed to 
investors while the securities are registered on a national exchange. 
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Act standards with respect to Section 19 and constituted 
a serious abuse of its discretion. 


Even if petitioner had not made its offer to file amended 
reports, or even if the offer it made be considered to have 
been too narrow or to have been improperly conditioned, we 
suggest that respondent should nonetheless have qualified 
its order of withdrawal by whatever safeguards and condi- 
tions it deemed necessary in the public interest and for the 
protection of investors, and made possible a reinstatement 
of petitioner’s registration upon compliance therewith. 
Since the filing provisions of the Exchange Act are en- 
forceable by respondent by mandatory injunction, respond- 
ent had an available method of compelling petitioner to 
make proper filings which did not require the drastic and 
non-constructive remedy of a withdrawal under § 19(a) (2). 
SEC v. Atlas Tack Corp. 93 F. Supp. 111 (DC Mass 1950) ; 
SEC v. Metropolitan Mines Corp. (E. D. Wash. No. 664 
July 18, 1947), cited in Loss, Securities Regulation (1951), 
pages 516-517, fn. 175. 


The Power of This Court on Review 


Having failed to discharge its primary obligation under 
the Act by applying the standards which it enunciated in 
Callahan Zinc Lead Co. (supra, p. 18) and having thus 
as a matter of law and of discretion left petitioner’s stock- 
holders without the protections which the Congress in- 
tended them to have, it devolves upon this Court either 
to void respondent’s order or to remand this case with 
appropriate instructions. 


‘Where the order under review is made by an adminis- 
trative agency charged with the safeguarding of the public 
interest and the order fails properly to protect that in- 
terest, a court of review may strike it down. 

In Breswich v. United States (cited supra), the court 
reviewed an order of the Interstate Commerce Commis- 
sion authorizing Alleghany Corporation to issue certain 
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securities. The order was made under § 20a of the Inter- 
state Commerce Act which, inter alia, requires the ICC 
to find that the proposed issue of securities is compatible 
with the public interest. Holding that Alleghany had 
illegally acquired control of New York Central R. R. Co. 
and had therefore violated the Interstate Commerce Act 
when it applied for permission to issue securities under 
§ 20a of that Act and that the ICC had failed to find that 
the public interest required the granting of such permis- 
sion notwithstanding the violation, the statutory court 
annulled the ICC’s order and enjoined the issuance of 
‘the new securities. 


Our research discloses no Supreme Court or Court of 
Appeals case involving the question presented under Sec- 
tion 19(a) (2). 


Wright v. SEC, 112 F. 2d 89, seems to be the only Sec- 
tion 19 case to have reached a Court of Appeals but that 
case arose under $19(a)(3) which involves the suspension 
or expulsion of a member of a national securities ex- 
change, a situation presenting public interest and investor- 
protection questions wholly different from the ones in- 
volved in the case sub judice. Whether an exchange mem- 
ber is expelled or merely suspended has no impact on 
investors as such, and stockholder loss of the statutory 
benefits and protections is not at all involved. In Wright 
the exchange member was found by the Commission to 
have violated §§ 9(a)(1) and 9(a)(2) of the Exchange Act 
by engaging in certain prohibited manipulative practices. 
On review the Second Circuit Court of Appeals found the 
violation of § 9(a)(2) to have been supported by substan- 
tial evidence but over-ruled the finding under §9(a)(1) 
holding that the evidence of violation of that section did 
not meet the substantiality test. Because the dismissal of 
one violation necessarily affected the quantum of the 
punishment, the Court of Appeals remanded the case to 
the Commission with instructions to make a new discre- 
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tionary determination of whether suspension rather than 
expulsion was the proper punishment. A majority of 
the court did hold that the court lacked the power to 
‘“supervise the Commission’s discretionary determination’’ 
but in view of the fact that the case was being remanded 
to make a new determination of the extent of the punish- 
ment, this holding (with respect to its lack of power) was 
mere dictum. And even on that question one judge dis- 
sented.”® 


The case of Shawmut Association v. SEC, 146 F. 2d 791 
(CCA 1-1945), the only delisting case to reach the Court 
of Appeals came up under the voluntary withdrawal sec- 
tion $12(d) [15 USC 78 1(d)]. There respondent had 
made a determination of the terms on which it proposed 
to allow a Massachusetts Trust voluntarily to withdraw 
its shares from listing on the Boston Stock Exchange. Re- 
spondent issued an order providing that the withdrawal 
was not to become effective unless within 120 days after 
the order and upon a solicitation of consents made in ac- 
cordance with Section 14 and the proxy rules promulgated 
thereunder, both a majority of the holders of record and 
the holders of a majority of record of the outstanding 
shares consented thereto. No other question concerning 
the protection of investors was involved. 


Shawmut contended, inter alia, that the respondent was 
without power to deny a voluntary delisting or to impose 
conditions precedent thereto; that the loss by the stock- 
holders of the benefits incidental to listing did not au- 
thorize the imposition of terms; and that requiring the 


19 Wright is good authority for the proposition that where one of 
several charges specified in a Section 19 proceeding is held on 
review not to be supported by substantial evidence, a proper dis- 
position of the cause requires it to be remanded for the purpose 
of determining whether the punishment imposed is not excessive 
as to the residuum. 
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prior submission’ te’ the stockholders of the respondent’s 
‘‘argumentative’’ opinion was an improper condition. The 
Court held (p. 796) : 


‘s* * * the Commission has wide discretion in the 
choice of what ‘terms’ it shall impose for the protec- 
tion of investors, and ordinarily a court should not 
undertake to substitute its judgment of what would be 
inappropriate terms for the administrative judgment”’ 
(citing cases) (emphasis supplied). 


The use of the word ‘‘ordinarily’’ in this delisting case is 
significant. It suggests the rule we contend for namely, 
that where respondent’s action fails to provide the investor 
protection commanded by the express language of the 
Exchange Act, i.e., where the action taken is not ‘‘neces- 
sary or appropriate for the protection of investors’’ as a 
matter of law or of discretion, then the Court of Appeals 
must exercise its supervening power to protect the public 
interest. 


If the main purpose of the Exchange Act is not to be 
subverted and if petitioner’s security holders are not to be 
deprived of the benefits and protections which the Con- 
gress intended them to have, this Court should take similar 
action.” 


20 There is a suggestion at page 20 of respondent’s opinion that 
petitioner had failed to satisfy it of the bona fides of its change of 
management after this proceeding was instituted. While the record 
does not support this finding (if the suggestion be the equivalent of 
one) respondent had the power to permit a reinstatement of peti- 
tioner’s registration upon a proper showing in that regard. But 
respondent’s order of withdrawal is absolute and unqualified and 
affords petitioner no opportunity of achieving the statutory com- 
pliance which Congress intended to accomplish through the use 
of the delisting device. 
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POINT Il 


The respondent erred in holding that the securities 
of petitioner issued for the Depositors and Pitt assets 
were not exempt from the registration requirements 
of the Securities Act by virtue of Rule 133 and that 
petitioner did not in good faith believe them to be so 
exempt. 


The provisions of Rule 133 read as follows: 


‘‘For the purposes only of section 5 of the (Securities) 
Act, no ‘sale’, ‘offer’, ‘offer to sell’, or ‘offer for sale’ 
shall be deemed to be involved so far as the stock- 
holders of a corporation are concerned where, pur- 
suant to statutory provisions in the State of incorpora- 
tion or provisions contained in the certificate of in- 
corporation, there is submitted to the vote of such 
stockholders a plan or agreement for a statutory 
merger or consolidation or reclassification of secu- 
rities, or a proposal for the transfer of assets of such 
corporation to another person in consideration of the 
issuance of securities of such other person or voting 
stock of a corporation which is in control, as defined 
in section 368(c) of the Internal Revenue Code of 1954, 
of such other person, under such circumstances that 
the vote of a required favorable majority (1) will 
operate to authorize the proposed transaction so far 
as concerns the corporation whose stockholders are 
voting (except for the taking of action by the directors 
of the corporation involved and for compliance with 
such statutory provisions as the filing of the plan or 
agreement with the appropriate State authority), and 
(2) will bind all stockholders of such corporation ex- 
cept to the extent that dissenting stockholders may be 
entitled, under statutory provisions or provisions con- 
tained in the certificate of incorporation, to receive 
the appraised or fair value of their holdings.’’ 
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This rule was obviously promulgated to clarify and 
define a ‘‘sale’’, ‘‘offer’’, ‘‘offer to sell’’ or ‘‘offer for sale’’ 
within the meaning of Section 5. Upon the face of it, it 
would seem clear that from and after 1935 when the sub- 
stance of the Rule was promulgated as an instruction 
footnote to one of respondent’s early registration forms,” 
respondent as a matter of administrative policy considered 
it desirable to exempt from the application of Section 5 
any transaction involving a proposal for the transfer of 
assets of a corporation to another person (or corporation) 
in consideration of the issuance of securities of the other 
person where, pursuant to statute in the state of incorpora- 
tion of the transferor corporation, the favorable vote of 
the holders of a majority of the shares of the transferor 
corporation operates to authorize the proposed transaction 
on the part of the transferor corporation and binds all of 
the stockholders of such corporation. Whether rule 133 
can be considered to be repugnant to Section 5 is not in 
issue in this case nor is the wisdom of the policy which the 
rule enunciates. All that need concern us here is: 


1. Whether the Depositor’s and Pitt transactions 
did or did not comply with the rule, and 


2. Whether petitioner was entitled to rely upon the 
written opinions of qualified American counsel that 
the transactions were in full compliance therewith. 


The answer to the first question determines whether 
or not petitioner was justified in treating the securities 
of petitioner given for the Depositors and Pitt assets as 
having been issued in violation of Section 5 of the Act. 
The answer to the second question determines whether, 
irrespective of the answer to the first question, respond- 
ent was justified in applying to petitioner and to its stock- 
holders the ‘‘Draconian’’ remedy of complete withdrawal 
of the registration of petitioner’s securities from the 
American Stock Exchange. 


22 See infra, in. 24. 
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A. 


The Depositors and Pitt Transactions Were in 

Full Compliance with Rule 133. Neither Trans- 

action Constituted a Sale Under Section 5 of the 
Securities Act. 


Respondent does not dispute that in both transactions 
corporate assets were transferred in consideration of peti- 
tioner’s stock. On the contrary, it concedes this to have 
been done (Op., p. 5). Nor does respondent deny that 
formal approval of the transfer was given pursuant to 
applicable and controlling Oklahoma and Alberta (Can- 
ada) law by the holders of more than a majority of the 
stock of Depositors and Pitt entitled to vote, and that 
such approval bound all of the stockholders of both cor- 
porations subject to the rights of appraisal of dissenting 
stockholders. 


In other words respondent concedes the literal applica- 


tion of Rule 133 to the Depositors and Pitt transactions, 
contending merely that the Rule is inapplicable because 
in the case of Depositors its negotiator, Jordan, was ‘‘in 
control’’ of Depositors, that the approval given by the 
33 nominee stockholders of Depositors was not their 
approval but the approval of Jordan, and that therefore 
the transaction, viewed as a whole, is not ‘‘corporate action 
in a real sense’’ (Op., p. 11).” 


22 Respondent made no effort to prove that the Pitt transaction 
involved the approval of controlling persons other than the Pitt 
stockholders themselves. Its position with respect to Pitt (on the 
Rule 133 question) is based on the premise that the Pitt transaction 
having occurred contemporaneously with the Depositors transaction 
(November-December, 1955), and having been negotiated on behalf 
of petitioner by the same lawyer (Ciglen), and the stock of peti- 
tioner issued in exchange for its assets having been sold to the 
American investors through two of the same New York City 
broker dealers who sold them the shares originating in the Deposi- 
tors transaction and on the basis of vendors’ letters similar in form 


(Footnote continued on following page) 
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The difficulty with this argument is that it is repugnant 
to the plain language of the rule which expressly sanctions 
what actually happened, namely, ‘‘a transfer of assets 
of such corporation (Depositors) to another person (peti- 
tioner) in consideration of the issuance of securities of 
such other person (petitioner) * * * under such circum- 
stances that the vote of a required favorable majority 
(1) will operate to authorize the proposed transaction 
so far as concerns the corporation * * * and (2) will bind 
all stockholders of such corporation (Depositors) * * °’’ 

The language of the rule mandates its application upon 
the happening of a mere formality, ie., the obtaining of 
the requisite consents to the transaction from the holders 
of the requisite number of shares of the transferor cor- 
poration, provided that the necessary legal consequences 
(the binding effect upon the minority of such approval) 
flowed therefrom. 


Respondent construes the language of the rule in terms 
of language it does not contain and thereby attempts 
to change the rule in the process of construing it, which 
needless to say, it may not lawfully do except in a rule 
making proceeding [Admin. Pro. Act, §§3, 4 (5 USCA 
§§ 1002, 1003)]. 


(Footnote continued from preceding page) 


to those used in connection with the sale of stock so originating, 
respondent was entitled to draw the same inferences of illegality 
as it claimed in connection with the Depositors transaction. (See 
sum. pp. 43, 49.) However the inferences are patently not sup- 
ported by the premise, and the record is barren of amy evidence, 
substantial or otherwise, to support respondent’s view of the Pitt 
transaction insofar as Rule 133 is concerned. There is, for exam- 
ple, no proof that the Pitt transaction was negotiated on behalf of 
Pitt by anyone who bore a relationship to the Pitt stockholders com- 
parable to that existing between Jordan and the Depositor’s stock- 
holders. Nor is there any proof that the stock of petitioner issued 
for the Pitt assets found its way into the hands of Ciglen or his 
Canadian principals. 
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And although respondent in a proper way may change 
its rules, it is bound by them until it does. Service v. 
Dulles, 354 U. S. 363, 1 L. Ed. 2d 1403. 


Assuming without admitting that, as drawn, Rule 133 
is available to persons seeking to acquire assets from 
& corporation controlled by but one person who himself is 
involved in the negotiation for the acquisition, and assum- 
ing further that the protection of investors requires that 
such a modus operandi not be allowed, the way to cure 
the defect or to close the loophole is to promulgate an 
amendment to the rule, not to torture its meaning by an 
impermissible ex post facto construction. 


The view of Rule 133 taken by respondent on April 
8, 1957 varies sharply from the view expressed by re- 
spondent’s chairman on March 15, 1957. On that day 
respondent’s chairman released a letter to the Chairman 
of the Committee on Administrative Law of the Asso- 
ciation of the Bar of the City of New York in which 
respondent’s chairman expressed apprehension at what 
he stated was widespread evasion of $5 of the Securities 
Act. His comment on Rule 133 is significant. We quote 
it in pertinent part. 

‘‘It has been even more disturbing to discover that 
our enforcement activities have been frustrated and 
obstructed by one of our own interpretive rules, in 
reliance upon which a tremendous volume of secu- 
rities has been distributed to the public without regis- 
tration, particularly when there exists in our minds 
grave doubts as to the basic legal premises upon which 
the ‘No sale’ rule purported to be based in the first 
instance. Under the ‘No sale’ rule many merger 
transactions ostensibly exempt have in fact been con- 
summated in order to ‘free up’ large blocks of stock 
of the surviving corporation for distribution to the 
public without registration.’’ 


23 The letter accompanied Sec. Act. Rel. No. 3762. 
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Thus it seemed to respondent’s chairman as recently 
as March 15, 1957 that Rule 133 permits what actually 
happened in this case, a view in which petitioner concurs. 


The letter referred to followed an announcement on 
October 2, 1956 that respondent was considering a pro- 
posed revision of Rule 133 which, in the public interest, 
would have eliminated the exemption now provided by 
the Rule and claimed by petitioner in this case. ‘We quote 
the pertinent language.” 


74“The effect of the proposed revision would be to rescind the 
existing Rule 133 and to substitute therefor a rule which would 
define the terms ‘offer,’ ‘offer to sell’ and ‘offer for sale’ to in- 
clude the solicitation of a vote, consent or authorization of stock- 
holders of a corporation in favor of such mergers, consolidations, 
reclassifications of securities and transfers of assets. The revised 
rule would provide that a ‘sale’ is deemed to occur when the ap- 
proval of stockholders to the merger, consolidation, reclassification 
or transfer is obtained. 

The substance of existing Rule 133, commonly referred to as 
the ‘no sale theory,’ was first promulgated in 1935 as an explanatory 
note in one of the Commission’s early registration forms, Form E-1. 
That form was rescinded in 1947 as a part of the Commission’s over- 
all form revision program. From then until the adoption of Rule 
133 in 1951, the Commission followed the no-sale theory administra- 
tively in applying section 5 of the Act. 

The Commission has never felt, however, that the principle em- 
bodied in this rule necessarily applies in other contexts under the 
Securities Act or under any of the other statutes administered by the 
Commission. In pursuance of this feeling, the Commission when it 
adopted the rule in 1951 restricted the no-sale theory to the registra- 
tion and prospectus provisions of the Act. The Commission has 
uniformly treated the issuance and sale of securities in mergers and 
analogous transactions as involving sales which require its prior 
approval under the Public Utility Holding Company Act of 1935. 

With the development of the economy and changes in the tax 
statutes, there has been a tremendous increase in transactions between 
corporations by way of merger, consolidation and acquisition of 
assets which affect materially the rights of security holders. Unless 
the company’s securities are listed on a national securities exchange, 
in which event a proxy statement under the Commission’s proxy 
rules must be furnished if proxies are solicited, these transactions 
may occur without the disclosure of adequate information to security 
holders.”’ (Sec. Act. Rel. No. 3698.) 
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On December 17, 1956, after numerous communications 
had been received by respondent in response to the invita- 
tion to comment contained in the release of October 2, 1956, 
respondent issued another release in which it renewed its 
concern over the ‘‘no-sale’’ theory which Rule 133 codifies.*® 


Nevertheless, following a public hearing in January 
1957, and evidently mindful of the unsettling effect of sum- 
mary reversal of an administrative policy in effect for 
more than 22 years, respondent on March 15, 1957, 
abandoned its proposed revision of Rules 133.” 


Thus it is clear that respondent itself has most recently 
constructed Rule 133 to mean what petitioner and peti- 
tioner’s American counsel both considered it to mean, and 
what respondent for 22 years has considered it to mean. 


B. 


Petitioner Was Entirely Justified in Relying Upon 

the Opinion of Its American Counsel That the 

Depositors and Pitt Transactions Were Exempt 
Under Rule 133. 


It follows from what has been said that the opinions of 
petitioner’s American counsel to the effect that under Rule 


25 We quote the pertinent part of this release: 


“The ‘no-sale’ theory was adopted in the early days of the 
securities Act of 1933 at a time when neither the Commission 
nor its predecessor in administering the Securities Act, the 
Federal Trade Commission, had had much experience with 
the application of the Securities Act to various types of situa- 
tions. While the ‘no-sale’ doctrine has been continued over 
the intervening years (by rule from 1935 to 1947 and from 
1951 to date and by administrative interpretation on a case-by- 
case basis from 1947 to 1951), various Commissioners, staff 
members, legal writers and others have had doubts both as to 
the validity of the ‘no-sale’ theory and as to its effect upon 
the investing public.” (Sec. Act Rel. No. 3728) 


26 Sec. Act Rel. No. 3761. 
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133 these transactions were exempt from registration, were 
bona fide, and correctly expounded a view of Rule 133 
identical with respondent’s own settled administrative in- 
terpretation (Com. Ex. Nos. 15, 21, pp. 3278, 3294). 


Respondent does not challenge the qualifications of peti- 
tioner’s American counsel, or at least has not done so up 
to the present time. Although petitioner’s American coun- 
sel were subjected to sharp cross examination with respect 
to the investigation they had made with respect to the De- 
positors and Pitt transactions (pp. 787-792, 805-810) it is 
not clear what motiviated the question. For even if on 
investigation their counsel had learned that concurrently 
with the closing of the Depositors transactions, Ciglen had 
agreed to re-purchase petitioner’s stock for the account of 
his Canadian principals,”’ this information would not have 
vitiated their opinion. The record is barren of any proof 
that the repurchase was for the account or benefit of peti- 
tioner whereas there is substantial evidence to the con- 
trary (pp. 2789 et seq., 2852, 2853, 2879). 


Nor was the question of who controlled Depositors a 
determinative factor, for Rule 133 itself makes no distinc- 
tion based on such a factor. 


Petitioner is a Canadian corporation (pp. 3364 et seq.). 
At the time of the transaction complained of its affairs 
were being managed by Canadians who could not be pre- 
sumed to know the meaning and application of Rule 133. 


27 At page 42 of his summation, respondent’s counsel refers to 
this transaction in the following significant language, quoting from 
Jordan’s version of Ciglen’s statement: 

“Then Ciglen told him (Jordan) /ater, he said, What I can do 
is, I really can re-sell these shares in Canada. I have some 
people in mind that will buy these shares that will really give 
you cash to pay you.” 
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The Micro-Moisture case had not yet been decided*® and 
all that the American lawyers had to guide them in the 
rendition of their opinion was the plain language of the 
rule and respondent’s own settled interpretation of it over 
the years. 


Thus even if Rule 133 be considered inapplicable to the 
Depositors and Pitt transactions under the Micro-Moisture 
theory or under the corporate-control-by-the-negotiator 
theory, the bona fides of the opinions relied upon cannot 
be challenged on the record in this case. And if the opin- 
ions were bona fide, manifestly, petitioner had the right to 
rely on them. 


The finding of respondent (op. p. 11) that there had 
been no bona fide reliance on Rule 133 is not only not sup- 
ported by any evidence, substantial or otherwise, but is 
negated by the only evidence in the record. Since this 
finding was evidently material to respondent’s order or 


at least considered by it to be material, its action in with- 
drawing petitioner’s registration, based thereon, is 
arbitrary and capricious. 


78 SEC v. Micro-Moisture Controls, Inc., 148 F. Supp. 558, see 
infra, p. 37. This decision did not come down until January 23, 1957. 
It is even now sub judice having only recently been tried in the 
Southern District. The decision relied upon arose upon motion 
for a preliminary injunction. The facts are wholly inapposite. 
There the issuer itself made the public offering for which it claimed 
Rule 133 exemption. Here the New York City sales were made 
for the account of the Canadian vendees who were not shown to 
have any association with petitioner and who themselves purchased 
from the transferees (Depositors’ stockholders) twice removed 
from the issuer (petitioner). 
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POINT Ill 


Assuming, arguendo, that the petitioner’s securities 
were not exempt, the distribution thereof did not 
create a contingent liability under Section 12(1) of 
the Securities Act requiring disclosure thereof in peti- 
tioner’s annual report for the year 1956. 


Assuming, arguendo, that petitioner was mistaken in its 
view of the proper interpretation to be placed upon Rule 
133 and that it was not entitled to rely or did not in good 
faith rely upon the opinions of its American counsel that 
Rule 133 was inapplicable to the Depositors and Pitt 
transactions, nevertheless petitioner’s 1956 annual report 
filed on Form 10K was not false or misleading in failing 
to reflect a contingent liability arising under § 12(1) of the 
Securities Act. 


Petitioner’s annual report for the year 1955 was filed 
with respondent on May 16, 1956. An amendment thereto 
was filed on October 24, 1956 after these proceedings had 
been begun. The amended notice of hearing dated No- 
vember 16, 1956, did not specify as false or mislead- 
ing petitioner’s failure to make reference to a §12(1) 
liability.” Respondent’s finding (op. pp. 11-12) that the 
distribution of the unregistered shares created a contin- 
gent liability against Sweet Grass to purchasers pursuant 
to §12(1) of the Securities Act which should have been 
disclosed in petitioner’s reports filed with respondent, is a 
conclusion of law based upon erroneous assumptions of 
fact and a mistaken interpretation of §12(1). That section 
(15 USC § 77-1) provides, inter alia, as follows: 


‘*Any person who— 


° None of the prior notices of hearings specified this omission 
as one of respondent’s grievances and the first reference thereto is 
in its opinion and findings. 
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(1) sells a security in violation of Section 77(e) of 
this title (Section 5 of the Securities Act) * * * shall 
be liable to the person purchasing such security from 
him. * * * .”’ (emphasis supplied) 


It is respondent’s theory that the Pitt and Depositors 
transactions were part of a scheme resulting in the pur- 
chase by American public investors of shares of peti- 
tioner’s stock by a distribution made to the American 
public through three broker-dealer firms in New York 
City (op. p. 6). 1,569,160 shares of petitioner’s stock are 
said to have been distributed during the period from 
February through May, 1956 (op. p. 7). 


However, Section 12(1) imposes liability only in favor 
of the ‘‘person purchasing such security from him’’.*” The 
persons purchasing petitioner’s securities were not the 
American public investors who purchased them from or 
through the New York City broker-dealers during Febru- 
ary-May, 1956, but Depositors Mutual Development Co. 
(an Oklahoma corporation) and Pitt Petroleum, Ltd. (a 
Canadian corporation). In connection with the Depositors 
transaction respondent found (op. p. 5) that 1,750,000 
shares of petitioner’s stock were to be issued to 30 stock- 
holders of Depositors who were merely nominees of one 
Jordan who negotiated the transaction with Ciglen, peti- 
tioner’s former counsel and president, acting on behalf 
of petitioner. Respondent found (op. p. 5) that these 
shares were never actually issued to Depositors or to any 
of the 30 nominees but that, the securities were subse- 
quently acquired by Ciglen acting for 33 Canadian resi- 
dents referred to by respondent as ‘‘sub-underwriters’’, 
and that thereafter the shares were distributed to the 
American public by the New York City broker-dealers as 
brokers for the 33 Canadians. It is clear, therefore, that 


30 “The buyer can sue only his immediate seller * * *” (with one 
immaterial exception). (Loss, opp. cited, p. 99.) 
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irrespective of whether respondent be correct in its as- 
_ Sumption that the constructive issuance of 1,750,000 shares 
- of petitioner’s stock to Depositors and to Jordan’s 30 
nominees was not a sale of the stock to Depositors or to 
these persons, the subsequent transfer of these shares by 
the 30 nominees to Ciglen’s Canadian principals whoever 
they were, must have been a sale to them. And if they 
be deemed Ciglen’s nominees (there is no evidence of this 
in the record) then the transaction was a sale to Ciglen.™ 


Thereafter when these shares were subsequently trans- 
ferred by broker-dealer firms in New York acting either 
as principals or as agents for the 33 Canadians (their 
status as principal or agent being immaterial for the pur- 
poses of this question), a second if not a third sale took 
place. 


If, as petitioner contends, the issuance of these shares 
to the 30 stockholders of Depositors represented a con- 
structive delivery of these shares to Depositors and a con- 
structive transfer of these shares to its 30 stockholders 
as part of the concurrent dissolution of Depositors, then 
the purchase of these shares two to six months later by 
American public investors from or through three New 
York City broker-dealer firms involved a sale three degrees 
removed from petitioner as issuer; two degress if the con- 
structive intervention of the 30 Jordan nominees be ig- 
nored; and one degree if, as respondent found and con- 
tends, the real purpose of the transaction was to enable 


31 Respondent undoubtedly will claim and it must be conceded 
that when Ciglen negotiated with Jordan, Ciglen was acting for 
petitioner as its counsel. But respondent has never claimed and on 
this record may not claim that the transaction which resulted in the 
sale of the shares to the 33 Canadians represented a purchase by 
petitioner. Since the stock was concededly issued for the assets of 
Depositors, and since $2,000,000, was concededly paid by the 33 
Canadians for these shares after they were issued or issuable to De- 
positors, it is clear that two independent transactionss were involved. 
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Jordan to transfer Depositors’ assets to petitioner for 
$2,000,000 which Ciglen was to provide by purchasing 
these shares from him or his nominees (op. p. 6). 


We assume that respondent is not contending that peti- 
tioner had a contingent liability to Depositors or to Ciglen. 
Such a contention would put the respondent in the 
anomalous position of complaining that petitioner’s 10K 
report, in violation of the Exchange Act, had failed to 
disclose a contingent liability to persons directly involved 
in the very conspiracy of which it complains, and that the 
statute is intended to protect persons culpably involved. 


While the part delicto doctrine will not bar a recovery 
under §12(1) where plaintiff merely had knowledge of the 
violation by the seller and intended to profit from it 
(Rosenberg v. Hano, 121 F. 2d 818, 822), nevertheless, where 
the purchaser actively participates in the violation, re- 
covery for an illegal sale of securities will be denied him. 
Miller v. California Roofing Co., 55 Cal. App. 2d 136, 130 
P. 2d 740 (1942), Taormina v. Antelope Miming Corp., 110 
Cal. App. 2d 314, 214 P. 2d 665 (1952). 


For the purpose of the $12(1) question here under con- 
sideration, the issuance of 500,000 shares of petitioner’s 
stock to the stockholder distributees of Pitt Petroleums, 
Ltd., stands on equal footing, except that respondent does 
not challenge the bona fides of the issuance of the stock to 
them. At least respondent’s findings and opinion contain 
no assertion to the contrary. 


Of significance on the §12(1) question is the case of 
SEC v. Micro-Moisture Controls, Inc., 148 F. Supp. 558 
(SDNY) January 23, 1957—Civil No. 116-190) which held 
that where the exchange of corporate assets for stock is 
but a step in the major activity of selling the stock, Rule 
133 is inapplicable and the exchange is to be deemed a sale 
under $5 of the Securities Act. While we do not agree 
with this view of Rule 133 (see supra, fn. 28) neverthe- 
less since respondent adopts this case as part of its findings 
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- and opinion (op. p. 11) it must accept the burden with the 
benefit. If the transactions with Depositors and Pitt were, 
- under the Micro-Moisture doctrine, a sale to which Rule 133 
_ does not apply, then it follows that no subsequent pur- 
chaser from the Depositors or Pitt stock vendees can 
claim the benefit of § 12(1) as against petitioner. 


It also follows that, no matter whether the Depositors 
and Pitt transactions be viewed as exempt or non-exempt 
from $5 of the Securities Act, no contingent liability 
devolved upon petitioner under §12(1) of the Exchange 
Act which petitioner should have disclosed, and that peti- 
tioner’s 10K reports could not have been false or mislead- 
ing in failing to disclose it.** 


POINT IV 


The findings of fact material to the disciplinary 
action taken by respondent against petitioner were 
not supported by substantial evidence. 


The charge that respondent violated $13 of the Ex- 
change Act by filing materially false and misleading re- 
ports, which is the gravamen of respondent’s findings and 
opinion, rests largely upon assumptions of fact not proved 
by substantial evidence, or upon inferences based upon the 
assumed facts, or upon inferences based upon such in- 
ferences. Although the lurid analysis of respondent’s 
case made by its counsel in summation served to gain the 
attention of the public press and thus to destroy what re- 
mained of the confidence of petitioner’s stockholders,* 


52 Actually neither respondent’s rules nor its instructions for the 
preparation of 8K or 10K reports require the disclosure of con- 
tingent liabilities as such. While good accounting practice might 
suggest the advisability of a footnote disclosure of, or a comment 
upon a contingent liability, if known, respondent’s findings and 
opinion charge a failure to disclose without specifying the rule 
or statute claimed to be violated. We know of no reported case 
holding that the failure to disclose a contingent liability is a viola- 
tion of §13 of the Exchange Act, much less grounds for with- 
drawal of registration under § 19(a) (2). 
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much of it rested upon surmise and hypothesis or upon 
inferences based on inferences.** Because respondent’s 
fmdings and opinion in turn rested heavily upon this 
summation, it necessarily contains numerous findings of 
material facts unsupported by substantial evidence. 


Under Section 25(a) of the Exchange Act (15 USCA 
§ 78-y) findings of fact are conclusive upon this court only 
if supported by substantial evidence. Wright v. SEC, 112 
F. (2d) 89. 


In the main, respondent’s case rests upon four propo- 
sitions of fact, namely: 


1. The Depositors and Pitt transactions were part of 
& pre-existing plan or conspiracy to distribute petitioner’s 
unregistered stock to American investors in violation of 
§ 5 of the Security Act. 


2. Torny Financial Corporation, a corporation which is 


claimed to have caused much of the stock to be distributed 
to the American public, was an affiliate of this petitioner. 


3. 500,000 shares of petitioner’s stock were purchased 
by Torny from petitioner in 1955 with intent to distribute 
them in the United States. 


4. Petitioner’s estimates of its oil and gas reserves was 
overstated and its evaluation of these reserves was ex- 
cessive. 


The Burden of Proof 


In dealing with these propositions it is important, at 
the outset, to take note of respondent’s burden. Here 
respondent was investigator, advocate and judge, a fact 
casting upon it special responsibilities to respondent which 
ordinarily do not devolve upon administrative agencies. 


33 See “The Great Sweet Grass Oil Swindle,” Fortune Magazine, 
August, 1957, pp. 134, et seq.; “Beware those Phoney Stock Sales- 
men! Saturday Evening Post, June 22, 1957, pp. 107, et seq. 


33a See appendix to this brief, #nfra. 
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And because these functions have a tendency to overlap it 
was incumbent upon respondent to avoid the appearance 
of bias which too often is the part of advocacy. Magnolia 
Petroleum Co. v. N.D.R.B., 112 F. 2d 545, 547 (C.C.A. 5, 
1940). 

The general rule that the burden of proof devolves 
upon the plaintiff in judicial proceedings is equally ap- 
plicable to those instituted before administrative tribunals. 
Magnolia Petroleum Co. v. NL.RB., supra, p. 548. Where 
agency action is sought the party seeking it has the 
burden of establishing by substantial evidence that he 
is entitled thereto. Irwim v. Hobby, 131 F. Supp. 851 (DC, 
May, 1955.) 


Here respondent in its role of advocate or prosecutor, 
acting through respondent’s Division of Corporation Fi- 
nance, sought the permanent withdrawal of the registration 
of petitioner’s stock upon the American Stock Exchange. 


In that capacity the initial burden of showing by sub- 
stantial evidence that respondent was entitled to that 
relief fell upon respondent. We do not understand that 
respondent contends to the contrary. 


By the same token petitioner was not obliged to prove 
anything. Until respondent had sustained its burden the 
duty of going forward did not arise. We mention this 
because of such statements in respondent’s opinion and 
in its counsel’s summation that Ciglen did not testify 
although invited to appear (sum. pp. 7, 8);** and that 
petitioner did not voluntarily produce its books ‘‘until 
midway in the presentation of respondents’ (petitioner’s) 
evidence, and an appreciable period after the resignations 
of Ciglen, ete.’’ (op. p. 21).* 


34 The “invitation” was extended by telegram of October 31, 1956 
to Ciglen in Canada where he resides and is engaged in the practice 
of law. At the time it was issued he had resigned (Oct. 24, 1956) 
as President and director of petitioner and had withdrawn as its 
counsel (pp. 37, 38, 3263, 3264). 


85 See also sum., page 26. 
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1. The Pre-existing Plan. 


The Depositors’ Transaction 


In its attempt to establish a pre-existing plan, respondent 
tried to prove that the real arrangement between Ciglen, 
acting on behalf of petitioner, and Jordan, acting on behalf 
of Depositors, was to sell Depositors’ assets not for peti- 
tioner’s stock but for $2,000,000 in cash. 


The only proof of this is testimony by Jordan (p. 91) 
that when he and his brother Eugene were talking with 
Ciglen and Black*** some time prior to November 15, 1955 
(p. 90) that they (the Jordan brothers) 


‘s* * * were asking and received in the neighborhood 
of $2, million (sic) cash for the Eerie and some 
stock in the Company.’’ 


However, in the light of other testimony given by Jordan, 
it seems clear that at the time of this conference the minds 
of the parties aid not meet and that the word ‘‘asking’’ 
refers to what the Jordan brothers hoped ultimately to 
receive, and that ‘‘received’’ refers to the cash ultimately 
derived after the formal contract was made on December 
24, 1955 (Resp. Ex. 1, pp. 152, 153). At page 84 Jordan 
testified as follows: 


*‘T don’t believe we ever actually put in dollars and 
cents figures on all these particular properties, what I 
mean, the Depositors Mutual received.’’ (p. 85) “J 
wanted to get about 214 million dollars cash and some 
stock out of it for myself.’’? (emphasis supplied) 


And Jordan admitted that he had not concluded any deal 
with Ciglen or Black when he met with them in November 
thus negating completely his earlier testimony of an agree- 
ment for $2,000,000. This testimony appears at page 92, 


sa Morris Black, at that time a director and officer of petitioner. 
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as follows: 


“*Q. And at that time, did you consider that you had 
concluded the deal with Mr. Ciglen and Mr. Black? 
A. No. sir.”’ 


The written agreement between the parties (Resp. Ex. 1) 
‘which was executed in Oklahoma City on December 24, 
1955, states in so many words that the transfer of De- 
positors’ assets to petitioner was not for cash but for 
1,750,000 shares of petitioner. 


The only other testimony indicating a negotiation at the 
$2,000,000 figure was given by Buchanan, petitioner’s 
Treasurer (p. 2913), which he later corrected before he 
left the stand (p. 2938) stating that by the 2,000,000 figure 
he had originally testified that Jordan had demanded, he 
meant 2,000,000 shares. 


The following colloquy appears in the transcript at page 
103: 


Cushwa (one of the petitioner’s trial counsel): 


‘‘The negotiations leading up to the agreement are 
immaterial. Once an agreement is entered into * * * 
it speaks for itself when it is reduced to writing. 


‘‘Hearing Examiner: I think that point seems well 
taken Mr. Schiller, if it was reduced to a contract.’’ 


Respondent also attempted to prove a pre-existing plan 
by trying to show that Depositors was merely a dummy 
corporation resurrected out of several years of inactivity 
for the purpose of simulating compliance with Rule 133, 
and that its 30 stockholders were merely nominees of 
Jordan who had been corralled for the same purpose. Of 
course Rule 133 does not prescribe, nor did respondent 
find that the only kind of a corporation which would 
qualify under the rule would be one which had been active 
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for any specified period of time before acquiring the as- 
sets subsequently transferred in accordance with the 
Rule’s other requirements. Nor does the Rule provide 
that only corporations having a specified number of stock- 
holders may qualify or that its stockholders, whatever 
their number may be, must be substantially interested in 
the business of the corporation and may not be nominees 
of the persons negotiating the sale. The rule provides 
none of these things and this line of proof is therefore 
immaterial. However, assuming its materiality, it ap- 
pears that the purpose of having the large number of 
stockholders was to comply with what Jordan understood 
were the requirements of the Ontario Securities Commis- 
sion based upon an inquiry that he had made when he was 
in Canada early in the Fall of 1955, at which time he was 
contemplating launching his own company and distributing 
its shares to the Canadian public. He was pressed on 
this point by respondent’s counsel (p. 113) and was asked 
if Ciglen had not suggested that Jordan supply these 
additional stockholders. Jordan said (p. 118) that he was 
sure that the creation of new stockholders did not occur 
simultaneously with the arrangement that was worked out 
between Ciglen and himself for the issuance of 1,750,000 
shares. 


And as testified to by Frumberg (associate American 
counsel and closing attorney for petitioner), nothing had 
been said or done while he was in Oklahoma preparing 
for the closing to create any suspicion in his mind con- 
cerning the bona fides of any of the Depositor stockholders 
or to suggest to him the necessity for further investiga- 
tion on his part. Moreover there is not a scintilla of evi- 
dence that Ciglen knew or suggested the arrangement 
Jordan made with respect to the alleged fictitious stock- 
holders of Depositors except the unwarranted inference 
from Jordan’s testimony at page 113: ‘‘[t]hat was one of 
our preliminary negotiations leading up to the written 
contract’’. At best this was a vague answer to a most 
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specific question, and the dubiousness of the inference is 
heightened by Jordan’s subsequent testimony (pp. 113, 
119) that he didn’t know whether it was Ciglen or some- 
one else who made a suggestion about the matter. $i 


In another effort to show a pre-existing plan respond- 
ent tried to show that there was a plan to repurchase the 
stock petitioner issued to Depositors for the assets of 
Depositors and that the plan was conceived prior to the 
closing of the transaction with Depositors in Oklahoma 
City on December 24, 1955. 


At pages 121 and 154, Jordan testified that with the 
exception of 60,000 shares which he received personally, 
the balance of the 1,750,000 shares of petitioner had been 
placed in trust with Ciglen. Then follows this testimony: 


' Q. Did you obtain authorization of some sort from 
the other—these other people who were entitled to 
Sweet Grass stock authorizing Ciglen to sell for them 
as well as for you? A. I believe there was some 
agreement with the other stockholders. In fact I am 
sure this was so. 

Q. That he was acting on your behalf and on be- 
half of the other shareholders of Depositors? A. Yes, 


sir.’’ 


At pages 155 and 169 Jordan testified that the instruc- 
tions to Ciglen to sell for Jordan and the other Depositors’ 
stockholders had been incorporated in a writing signed by 
himself and the other stockholders. 


Respondent did not put this authorization in evidence 
and there is no proof in the record as to when it was given, 
a crucial omission in respondent’s case. For, absent such 
proof, the fact that an authorization to sell was given to 
Ciglen is not the equivalent of proof that the plan to 
resell was conceived prior to the closing. 


Once the Depositors’ stockholders had decided to sell 
their Sweet Grass holdings there was nothing sinister about 
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their assenting to a constructive delivery to themselves 
and to a physical delivery to a trustee for their benefit 
pending consummation of an authorization to sell for their 
account the shares to which they were entitled. In one 
sense this is a mechanic employed every day in the de- 
livery of ‘‘street name’’ stock certificates. 


The Canadian Vendees 


In still another effort to establish a pre-conceived plan 
respondent sought ineffectually to prove that the 33 Ca- 
nadian vendees to whom the stock constructively received 
by Depositors’ stockholders was ultimately resold were 
actually ‘‘fronts’’ for Ciglen and Black. Although there 
is testimony that some of these Canadian residents were 
former clients of Ciglen (pp. 124, et seg.) there is no proof 
as to the identity of the others or that any of the others 
included persons closely identified with him by blood or 
by marriage. Nor is there any other proof whatsoever 


that these Canadians were ‘“‘fronts’’ for Ciglen or Black 
or, indeed, for anyone else. 


Because these Canadian vendees subsequently sold their 
stock to American investors through New York City broker 
dealers, respondent’s counsel repeatedly sought to estab- 
lish a close relationship between the Canadians on the 
one part and Ciglen and Black on the other, to try to make 
it appear that the Canadians were really acting for Ciglen 
and Black. In the state of the record this was merely a 
hypothesis of guilt without consideration of an at least 
equally permissible hyopthesis of innocence. 


Jordan himself testified that Ciglen had told him that 
he (Ciglen) had friends and clients in Canada who would 
take the shares off Jordan’s hands at $1.15 a share (pp. 
124-6) but again the record is silent as to the crucial date 
of this conversation. For aught that appears it could 
have been after full agreement had been reached on the 
transaction with Depositors or after that transaction had 
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been closed. The failure of the Commission to come for- 
ward with at least some evidence to establish that Ciglen’s 
willingness to try to find buyers for the stock of petitioner 
acquired by Depositors prior to the agreement by peti- 
tioner to purchase Depositors’ assets leaves the record 
barren of any evidence on this crucial point. 


The Vendors’ Letters 


In an effort to connect the Canadian vendees with the 
New York City broker dealers and thus to tie petitioner 
to them via Ciglen, great emphasis was laid by respondent 
on the so called ‘‘vendors’ letters’’ by which the Canadians 
authorized the New York City broker dealers to sell their 
stock for their account. An FBI expert was called to 
establish that five of these letters had been typed on the 
same typewriter, presumably in Ciglen’s office (op. p. 7). 


A typical example of such a letter is Exhibit 56Q-13 
(pp. 3501-3655). Concerning this exhibit one George F. 
Rothschild, a principal in one of the New York City 
brokerage firms testified (pp. 377, 378) that he obtained an 
opinion from his attorney, Stanley Goldman, an attorney 
formerly with respondent’s New York City regional office 
which, in view of the nuances of Rule 133, seemed like a 
sensible precaution. However, instead of recognizing and 
approving this course as a commendable effort to comply 
with its rules, respondent placed great stress on the fact 
that all of these vendors letters were similar in form and 
that some of them quite clearly had been typed on the 
same typewriter. 


To give this understandable circumstance a conspira- 
torial glow seems no more sensible than accusing different 
lawyers with different clients of acting in concert because 
each makes use of the same form books with respect to the 
same legal problem. Equally understandable is the fact 
that a number of these Canadian vendors (admittedly 
clients of Ciglen’s firm) used the Ciglen law office for their 
legal work in the resale of the stock and that undoubtedly 
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some of these letters had been copied on the same type- 
writer in that office. To have departed from the text of 
the letter cleared by reliable counsel would, it seems to us, 
have been the height of folly. Here again respondent re- 
jected a wholly tenable hypothesis of innocence in favor 
of a wholly impermissible inference of guilt. 


The Sales in New York City 


On summation respondent’s counsel argued that the 
re-sale by the New York City dealers pointed to a precon- 
ceived plan (Sum. pp. 38, 39). 


The top salesman for the New York City dealers was 
one Charles Berman. He testified that he was a former 
partner of Jordan (p. 558) and that when he learned from 
Jordan that some of petitioner’s stock had come into the 
hands of a group of Canadians (p. 558) he secured their 
names from Jordan and started soliciting them for au- 
thorization to market their holdings (pp. 566, 567, 573, 
et seq.). No stock was ever entrusted to him for sale 
until in January or early February 1956 (p. 573, Resp. 
Exs. 30, 31, 32 and 33). 


Berman did not acquire authorization from any one 
source, but used intensive solicitation methods (pp. 572, 
573). He had not met Gilbert (Ciglen’s law associate) or 
Ciglen himself until late February or early March 1956, 
(after the sales in New York City had commenced) when 
he solicited them for the right to sell their client’s stock 
(pp. 581, 582). 


The inference sought to be drawn from this testimony 
is that Ciglen and Jordan had a preconceived plan to 
market petitioner’s stock in the United States but, upon 
its face it does not support this assumption. 


The Pitt Transaction 


On November 26, 1955, petitioner acquired all the assets 
of Pitt, in exchange for 500,000 shares of petitioner’s stock 
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to be distributed pro rata among the Pitt stockholders. The 
arms-length transaction placed a value of $3.19 per share 
on petitioner’s stock which was 85% of the closing market 
quotation on the date of acquisition. This valuation was 
based on engineer Sproule’s report of November 24, 1955. 
In a current report® petitioner set forth the acquisition, 
and the value thereof based on the oil reserves shown in 
the engineer’s estimate. 


This report was charged as false and misleading be- 
cause some six months later, Sproule concluded it had been 
overstated. While petitioner was investigating the appar- 
ent change in Sproule’s estimate, the proceedings herein 
were instituted. Sproule’s testimony is discussed below 
(pp. 57-9). 


During February-May, when the operations of the New 
York broker-dealers were at their height, most of these 
shares found their way into the New York market. In 
fact it appears that 200,000 out of these 500,000 shares 


had been sold by former Pitt directors and officers, Stark 
and Brandt, against whom respondent makes no charge of 
impropriety (Sum. p. 49). Actually all 500,000 shares 
were exempt from registration both under $4(1) of the 
Securities Act and under Rule 133 (Com. Ex. 21, p. 3294). 
With respect to this transaction the evidence has to be 
twisted even more violently to try to find a pre-existing 
plan. 


86 Form 8, Amendment #2 to Form 8-K dated October 16, 1956, 
filed October 17, 1956 with Exhibit B-1 (the Sproule report) an- 
nexed (pp. 5343-5423). 


37 Although the Schwebel opinion letter of December 13, 1955 
advised that an exemption was available under Rule 133, if no dis- 
tribution was to be made in the United States, Section 4(1) of the 
Securities Act also would have been applicable. 
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The Claim That Ciglen Owned 
Torny Financial Corporation 


Torny Financial Corporation, Ltd. was an underwriting 
concern with offices in Toronto, Canada. Because any at- 
tempt to connect Ciglen and petitioner with the sales in 
New York City depended directly upon being able to prove 
that Ciglen controlled Torny, respondent’s counsel strove 
mightily to prove that Ciglen was one of the owners of 
Torny. His inference as to this was made in summation 
(Sum. p. 24) and adopted by respondent in its opinion 
and findings (op. p. 13). It is based solely on the testi- 
mony of Chalu which appears at pages 252 through 255 
of the record. Thus at page 253: 


**Q. Are you acquainted with his (Ciglen’s) rela- 
tionship, if any, in Torny Financial Corporation, 
Limited? <A. Yes, sir. 


Q. Would you state what the relationship is? A. 
I believe to the best of my knowledge that he is a part 
owner of Torny Financial Corporation, Limited. 

Q. Do you know what the business of Torny Finan- 
cial Corporation, Limited is? A. They have been 
underwriters. What they are today, I don’t know, but 
they have been underwriters for mining issues.”’ 


And at pages 254-5: 


“*Q. Were you aware that Mr. Black was also con- 
nected with Torny Financial Corporation, Ltd.? A. I 
became aware of that about three years ago. 

Q. What was his position with Torny Financial, do 
you know that? A. No. I can’t say thatI do. I knew 
that he and Ciglen owned Torny Financial Corpora- 
tion. 
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Q. You say owned, you mean as far as you knew 
they owned the controlling interest in the company, 
or wholly-owned? A. It was a private company, an 
underwriting company, it was owned by Ciglen and 
Black. I may say that is no secret: It was known all 
over the brokerage industry. 

Q. Do you know anyone else that had any owner- 
ship in Torny? A. No. 

Q. Or was it solely an ownership of Ciglen and 
Black? A. I don’t know if it was solely theirs, either. 
I don’t know anybody who was a part owner, but there 
could have been such people. 


Q. Are you familiar with any other companies that 
Mr. Ciglen is connected with as an officer, director— 
or owner? <A. That is a matter of public record. He 
is known to be the largest mining promoter in 
Canada.’’ 


Although no attempt was made on cross-examination to 
delineate Chalu’s ‘‘knowledge’’ of Ciglen’s alleged partial 
control of Torny or to establish its hearsay quality, there 
is no question from the context of his testimony at pages 
234 and 255, above quoted, that Chalu based his state- 
ment that Ciglen was an owner of Torny on nothing more 
than common gossip. Certainly no adequate foundation 
for Chalu’s testimony was laid. Not the slightest effort 
was made to establish that his ‘‘knowledge’’ was based on 
any facts from which could be drawn a _ permissible 
inference that he was in a position to ‘‘know’’ anything 
at all about the matter. He was not even asked whether 
he (Chalu) ever had had any dealings with Torny or 
had had any access to its records, or had had any con- 
versations with Ciglen on the subject. If Chalu’s tes- 
timony be evidence, it is a mere scintilla and certainly 
not sufficient to support a finding that Ciglen controlled 
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Torny. NLRB v. Columbia Enameling & Stamping Co., 
306 U. S. 292; Pacific Gas & Electric Co. v. S.E.C., 139 
F. 2d 298 (CCA 9—1943). 


Realizing the tenuousness of this attempt to link Ciglen 
with Torny and the vacuity of the record on this point, 
respondent’s counsel sought every opportunity to. press 
other witnesses on this same subject. To each inquiry 
he received a negative answer as to ownership and a 
positive answer that Ciglen was merely: an attorney or 
solicitor for Torny. Thus he asked Schwebel (pp. 745, 
748, 759-60) who told him that Pancer owned all the 
stock; Frumberg (pp. 1485, 86) who testified in reply to 
an inquiry respecting the Ciglen and Black connection 
with Torny: 


‘<* * * somewhere along the line I understood Torny 
Financial was a client of Mr. Ciglen’s and that Black 
was the financial or general manager of Torny Finan- 
cial Corporation.’’ 


He put similar questions to Weiner, a broker dealer and 
specialist in petitioner’s stock on the American Stock 
Exchange and got the same answer (p. 1776). So also of 
Lloyd Frank (p. 996), and Vogan (p. 2774), Symons (p. 
2836) and Buchanan (p. 2907). In an effort to show that 
Pancer did not own all of Torny’s stock, respondent’s 
counsel was reduced to the necessity of showing that in 
connection with a filing with respondent relating to another 
company, Pancer had failed to mention his connection 
with Torny, inferrmg merely from this omission that 
Pancer had no connection with Torny! (pp. 1531, et seq.) 


While Chalu was undoubtedly well acquainted with 
Ciglen, Chalu was an accountant, not a lawyer (pp. 220, 
227). Contrast his surmise with the positive testimony by 
Simons, Schwebel, Vogan and Buchanan, all of whom were 
on a day-to-day basis with Ciglen and had personal knowl- 
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edge of Ciglen’s actual relationship with Torny and all 
of whom affirmatively stated that Ciglen was Torny’s 
solicitor and nothing more (Schwebel, tr. pp. 745, 760). 


The chance hearsay knowledge of Chalu, based as it 
was on common gossip, was magnified out of all proportion 
to support respondent’s theory. In his summation (p. 24) 
respondent’s counsel himself refers to the gap in the proof 
connecting Ciglen with Torny by saying that it was 
‘‘eurious indeed’’ that these other people could not support 
the Chalu statement. Of course there is nothing curious 
about the truth. With the Torny link removed the pre- 
existing plan charged in respect of the Pitt and Depositors 
transactions dissolves into nothingness. 


The Swiss Trusts 


In an effort to supply proof otherwise missing respond- 
ent’s counsel sought to link Ciglen with the operation of 


certain Swiss trusts through which some of petitioner’s 
stock was distributed in the United States. However, as 
admitted by respondent’s counsel, there is no proof that 
either Schwebel, Ciglen or Black were American agents 
of the Swiss trusts (sum. p. 12). 


Nevertheless counsel asserted (sum. p. 13) that there 
was definite evidence that these trusts were ‘‘fronts’’ for 
Ciglen and Black. In arriving at this concusion he ad- 
mitted that he had to draw inferences to supply the miss- 
ing links (sum. pp. 15, 16). In an attempt to supply one 
of the links he referred to a check payable to one Dorothy 
Sifkin and the interest therein of one Gerstel, admitted 
agent of the trusts (p. 1349). But they did not know each 
other (p. 1350). 


Dorothy Sifkin (p. 1345, et seg.) not otherwise identified 
in the record, endorsed the check in blank and deposited 
it in the bank account of Eurobrazil, one of the trusts 
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whose funds were used to pay a broker-dealer for shares 
purchased for the account of Torny (See Koerner testi- 
mony p. 312, e¢ seg.). Apparently Dorothy Sifkin sold 
through broker-dealer De Vroet 150,000 shares of peti- 
tioner’s stock (p. 1345) which her vendor’s letter to De 
Vroet claims she had obtained from a minority stockholder 
of Depositors (Ex. 68, pp. 3884-3906). Upon nothing more 
than these facts respondent’s counsel infers that Dorothy 
Sifkin did not own the stock (sum. p. 14). 


Gerstel, who, indeed, did not even remember her (p. 
1261) could not explain whether she had been indebted 
to Eurobrazil Trust or whether she had merely acted 
as its agent (p. 1272). Conceivably she might have been 
indebted to Torny for cash advanced against this stock 
and, at the direction of Torny, deposited the money 
she owed Torny with Eurobrazil with which Torny 
evidently had theretofore had dealings (p. 1244). The 
record is silent on this point. But assuming that there 
was evidence to establish that Sifkin did not own the 
stock, there is no evidence to establish who did.* 


The only other evidence indicating a relationship be- 
tween Eurobrazil and Torny is the testimony of Gerstel 
(p. 1251, et seq.) that he had received instructions from 
Switzerland (Brunschwig) to sell 300,000 shares of Sweet 
Grass through certain broker-dealers. There was also 
the testimony of a broker-dealer that the securities to 
be sold had been delivered to it by a Mr. Zeldin (See 
Gerstel, p. 1244) identified by Vogan as an employee 
of Torny (p. 2813 of the record). Trying to make 
the conspiracy chain complete, respondent’s counsel re- 


88 Page 26—In his opening statement, respondent’s counsel says: 


“Interestingly enough, almost all of the vendors of these 
shares are Canadian residents, and thus outside the reach of our 

subpoena power. Consequently, much rests on inference in this 
et (Emphasis supplied. ) 
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iterated in summation (p. 14) that Torny was an under- 
writing house owned by Ciglen and by Black and that 
Torny and Sweet Grass were affiliates of each other. 


There is no more support for the latter hypothesis than 
there is for the former. 


2. Was Torny an Affliate of Petitioner? 


Rule X-12B-2 under the Exchange Act defines an affiliate 
as follows: 


““Affiliate. An ‘affiliate’ of, or a person ‘affiliated’ 
with a specified person, is a person that directly, 
or indirectly, through one or more intermediaries, con- 
trols, or is controlled by, or is under common control 
with, the person specified.’’ 


‘‘Control. The term ‘control’ (including the terms 
‘controlling’, ‘controlled by’ and ‘under common con- 
trol with’) means the possession, directly or indi- 
rectly, of the power to direct or cause the direction 
of the management and policies of a person, whether 
through the ownership of voting securities, by con- 
tract or otherwise.”’ 


The terms are similarly defined under Rule 405 of the 
Securities Act. 


Except for the hearsay testimony of Chalu heretofore 
referred to, there is no evidence, substantial or otherwise, 
of an affiliation between Ciglen and Torny or a relation- 
ship other than that of solicitor and client. 


The record is replete with intimations that Morris Black 
was active in Torny (pp. 349, 759). While Black was 
an officer of petitioner for some undefined period prior 
to October, 1956, the record is silent as to Black’s re- 
lationship to Torny or as to his ability to direct the 
policies of petitioner or that, as an officer and director 
of petitioner, he had the power to direct the policies 
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of Torny. Under the statute’s definition the charge of 
affiliation between Torny and Sweet Grass is without 
any evidence to support it. 


Only by resort to inferences based on inferences could 
respondent even attempt to prove the fact. For example, 
Paneer, an engineer, has a private office on the premises 
where Ciglen’s law firm maintains its offices (Symons, 
p- 2836). Pancer also is sole stockholder of Torny 
(p. 747). Therefore (p. 748), Pancer is dominated by 
Ciglen. Again, since both Ciglen and Black are officers 
and directors of Sweet Grass they must control Torny 
or Torny must control Sweet Grass (sum. p. 25). The 
utmost that may properly be inferred from the evidence 
is that Torny and Sweet Grass had a close business 
relationship. 


3. The 500,000 Shares of Petitioner Underwritten by 
Torny in 1955 Were Intended for Distribution 


in the United States. 


On August 23, 1955, Torny underwrote a purchase from 
petitioner of 500,000 shares of petitioner for $1,375,000 
and filed a Form 4 report reflecting this transaction 
with a note thereon to the effect that it was merely 
informatory and that Torny considered itself under no 
obligation to report the transaction because these shares 
were to be distributed in Canada, and were therefor 
exempt from registration (p. 735). A number of these 
shares were sold to Canadian purchasers; viz: Albontec 
Development Company Limited, Candore Trading Cor- 
poration Limited and Ontario Cobalt Mines Limited. 
There was evidence that many of these shares were 
traded in on the Toronto Stock Exchange before they 
left Canada (p. 782). Subsequently, a number of them 
were offered for sale through the New York broker- 
dealers and the sale proceeds remitted to the aforemen- 
tioned Canadian purchasers (Schwebel, pp. 768-9, 776, 778). 
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The record is silent as to whether these Canadian com- 
panies were acting in their own behalf or on behalf of 
customers (p. 358). Canadian counsel (Arnett) advised 
Schwebel that they were not primary distributions (p. 
768, 769). Obviously if the Canadian vendors were acting 
for customers the finding made at page 12 of respondent’s 
Findings and Opinion that these distributees were sub- 
underwriters could not be correct as sales by customers 
of the Canadian vendors would not be in primary or 
secondary distribution.*® Since the record is silent on 
the point, we find petitioner again being made the victim 
of inferences based on mere suspicion and of the arbi- 
trary rejection of equally permissible inferences of 
innocence. 


Schwebel, acting for the petitioner, had previously certi- 
fied to American Stock Exchange that these 500,000 shares 
were intended for distribution in Canada (p. 375). Some 
months later while acting on a fee basis as attorney 
for Shuck, one of the broker-dealers (p. 769), he caused 
the sale of a large number of these shares to be handled 
by Shuck, receiving for his services a fee of $5,000 from 
Albontee (p. 770). While only 500,000 shares were sold 
to Torny in 1955, thereafter (1955-1956) Shuck took down 
a total of 645,450 shares from Canadian sources (op. p. 
12) thus indicating prior trading in Canada in previous 
issues of petitioner’s stock. The only impropriety at- 
tributable to petitioner with respect to this latter transac- 
tion is that Schwebel was its American counsel and that 
Ciglen had acted as solicitor for certain of the Canadian 
companies (pp. 2841, 2905). From evidence such as this 
respondent concluded that, when issued to Torny, the 
shares were intended for distribution in the United States. 
And thus again respondent draws upon inference but at- 
tempting, in this connection, to bolster this inference by 
the unproven statement that Torny was an affiliate of 


89 [Securities Act 1933, Sec. 2 (11) ; Loss, “Securities Regulation” 
pages 345, et seq.] 
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Sweet Grass because ‘‘Ciglen controlled both companies 
and Black who was an officer of Sweet Grass also con- 
trolled Torny’’ (op. p. 13). Rejected by respondent out 
of hand is the common practice of attorneys having a 
community of interest in a joint client (petitioner) to 
refer other clients to each other. 


4. Alleged Overstatement of Oil and Gas Reserves. 


The Pitt Reserves 


To attempt to show that petitioner’s estimate of the Pitt 
reserves was not accurate, Blackstone swore Dr. J. C. 
Sproule who furnished a report (Ex. 97) dated November 
24, 1955 (p. 656) on petitioner’s oil reserves. Sproule testi- 
fied that he had a large and extensive background in geol- 
ogy and petroleum engineering; that he headed a staff of 
32 employees of whom 16 were practical geologists; that his 
estimate of the reserves was checked (p. 671) by Mr. Boggs 
or Mr. Crockford, each of whom had in excess of 25 years’ 
experience and also by Mr. Garde-Hansen, whose experi- 
ence was more limited (pp. 1671, et seq.). He further testi- 
fied that he knew that the report he was requested to make 
for petitioner was to be used by it for the purpose of pur- 
chasing the Pitt assets (p. 647), and that his estimate, 
therefore, was on the conservative side (p. 651). He made 
what he called a ‘‘rush’’ report, indicating oil reserves, 
proven, developed and undeveloped of 1,419,490 barrels. 
This figure was characterized by respondent’s engineer, Mr. 
Tell White, as being grossly inaccurate; Mr. White testified 
that 625,000 barrels was the more accurate figure. 


Through Dr. Sproule (and later through Garde-Hansen) 
respondent’s counsel tried to show (p. 716) that by hind- 
sight Sproule knew his estimate was in some measure in- 
correct. At page 693 Sproule does indicate that between 
November 24, 1955 and October 26, 1956, he acquired infor- 
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mation indicating that this initial report might have been 
optimistic. However, he states (p. 693): 


‘‘Our initial report was fairly accurate as at the time. 
Our subsequent study showed our initial report was a 
fair estimate as of that time. Subsequent develop- 
ments showed it to be—to have been originally opti- 
mistic.”’ 


But petitioner, who was Dr. Sproule’s client, had already 
acted on his report and had actually purchased the prop- 
erty”. As we read the record there is no question that in 
filing its report with respondent, petitioner acted in com- 
plete good faith, particularly since it annexed thereto a 
copy of Sproule’s report, and since it had every right to 
believe Sproule to be thoroughly competent and honest 
(p. 716). On eross-examination Dr. Sproule testified as 
follows (p. 710): 


‘*Q. When you signed this report was it a true and 
accurate report? A. It was a true and accurate—as 
true and accurate as we could make it with the infor- 
mation at our disposal.”’ 


See also, Schwebel testimony (pp. 815-6). 


Whether the subsequent testimony of Garde-Hansen or 
Tell White is accurate, is not pertinent to petitioner’s reli- 
ance on Sproule’s report and advice. Respondent swore 
Dr. Sproule as its witness never claiming his relation- 
ship with petitioner to be on an improper basis or chal- 
lenging petitioner’s right to rely upon his ability and his 
integrity, or the fact of its reliance thereon to the extent 
of disbursing $1,375,000 of its funds on the basis thereof. 


Whether Schwebel (then petitioner’s counsel) was. dila- 
tory in complying with a proper request from respondent 


“© The properties were acquired on November 26, 1955 (pp. 5343- 
5423). But Sproule’s subsequent study was not made until after 
April 13, 1956 (p. 663). 
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to have petitioner’s 8K reports amended to conform to Dr. 
Sproule’s revised figures which were available to petitioner 
from April, 1956 on, does not detract from the good faith 
of petitioner’s reliance upon the original report. In point 
of fact some of the subsequent results exceeded the orig- 
inal Sproule estimates (p. 690). The finding (op. p. 17) 
that the Pitt reserves were overstated is not attributed 
to any deception on the part of petitioner. 


The Depositors’ Reserves 


Respondent’s most bitter attack was made on the esti- 
mate of oil and gas reserves acquired by petitioner from 
Depositors which was made the subject of certain of its 
8K reports. To use round figures, Mr. Dooley, the engineer 
employed by petitioner, reported 9,470,000 barrels as 
proven developed and undeveloped reserves. Mr. White 
estimates this to be no more than 2,870,000 barrels. 


Dooley was first called by respondent to testify to his 
reports and the methods of preparing them (pp. 1083-1106). 
Then White testified as to his estimate and his criticism of 
the Dooley figures (pp. 1153-1480). Petitioner, in re- 
buttal, called Dooley to support his figures who was then 
subjected to 539 pages of cross-examination lasting four 
days without any substantial challenge to the general ac- 
euracy of his figures. Although at all times under a sharp 
attack by respondent’s counsel, and although the cross- 
examination at times so far exceeded the bounds of propri- 
ety as to produce a remark by the Hearing Examiner that 
he had been much impressed with the forthrightness and 
sincerity of Mr. Dooley (p. 2137), there was no substantial 
evidence to challenge Dooley’s figures. In addition to 
Dooley, petitioner produced two other engineers, Robert T. 
Pollard (p. 2529) and Robert W. Stroud (p. 2628) both of 
whom gave substantially unchallenged testimony support- 
ing Dooley. 


In the cross-examination of these experts, respondent’s 
counsel tried to establish that all of them were in error be- 
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cause they refused to use the declining curve method exclu- 
sively in estimating the reserves, and because to some 
extent they relied upon the volumetric method and other 
factors. What weight this evidence would have been en- 
titled to is a matter of conjecture because, at that point 
(p. 2750), to shorten the hearings and to save expense, 
petitioner, by its then counsel, agreed to accept Mr. White’s 
figures for the purpose of the amended reports which it 
then offered to file without conceding the inaccuracy of 
Dooley’s report (p. 2751) or the accuracy of White’s 
figures. This despite Dooley’s testimony (p. 1909) and 
that of Pollard and Stroud (pp. 2621, 2715) that sub- 
sequent history had confirmed their calculations. 


With respect to respondent’s finding (op. p. 15) that 
‘‘the proven oil and gas reserves in these fields (De- 
positors) as of the date acquired by Sweet Grass were 
substantially overstated,’’ there is no support for such a 
finding in the concession. To substantiate this finding 
respondent apparently rejects all of the testimony of 
petitioner’s experts and relies entirely on the testimony 
of Mr. White. But White’s report was based on his study 
of data submitted to him by Dooley and Fisk and his inter- 
pretation of such data (pp. 1152, 1162). He did visit the 
fields merely for a cursory survey, not to inspect the 
equipment or the methods for claiming the oil from the 
ground (p. 1161); instead he merely sat back and said, in 
effect, ‘‘this is my opinion.’’ For this opinion thus ex- 
pressed respondent furnished no support. It offered no 
evidence of the kind and quality adduced from Dooley and 
the other experts tendered by petitioner. White’s testi- 
mony that the declining curve method was the only reliable 
method for estimating reserves rested solely on his opinion. 
In other words, White laid the burden of proving the in- 
accuracy of his calculations upon petitioner’s experts, a 
procedure which does violence to the rule as to burden of 
proof discussed above.“ 


“1 Supra, page 40. 
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But even respondent’s counsel did not think kindly of 
experts who merely sat back and purported to give an 
ex cathedra opinion. In cross-examining Stroud who tes- 
tified very impressively concerning his methods, his direct 
contact with the properties and his long observation and 
records thereof (p. 2722), respondent’s counsel said: 


**Q. In other words your idea of testifying today 
or yesterday was that you were just to say these were 
the figures I arrived at, I don’t now remember how I 
arrived at them but am sure they were right when I 
wrote them, is that it? A. That is right. To the best 
of my ability at the time I was doing this work and I 
spent 30 days on it.”’ 


‘‘Mr. Blackstone: I submit your Honor having 
witnesses appear as experts that are not prepared to 
justify or explain and give us the actual basis on 
which they were made and computations, renders 
their testimony suspect and I think the testimony 
of this witness should be stricken, if he is not 
able to substantiate, or permit himself to be cross- 
examined about the underlying basis of his report’’ 

‘‘Hearing Examiner: Well, I am afraid I have 
to deny that motion. The man was on the grounds. 
He is a qualified expert. I think the objection goes 
to the weight. It is a matter for brief, not of evi- 
dence or admissibility.’”? (Emphasis supplied.) 


Respondent made not the slightest effort to prove that 
Dooley and other engineers had been requested to exag- 
gerate their figures or that the engineers themselves had 
been guilty of any impropriety. In fact Jordan testified 
(p. 90) that he never knew Dooley until Dooley started to 
work on his report concerning the Jordan properties. 


It follows that the only basis for the finding (p. 16) 
that the total proven reserves of Depositors was 2,870,000 
barrels, is White’s conjecture. This we submit is hardly 
the kind of evidence which should be permitted to ground 
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the drastic and summary punishment inflicted by respond- 
ent upon petitioner, its 20,000 stockholders and the public 
investors who are purchasing petitioner’s stock in the 
open market. 


Summary of Point IV 


To really understand the extent to which respondent’s 
ease is spun out of gossamer thread we urge the Court to 
read the summation of respondent’s counsel and to note 
particularly the extent to which reliance is placed upon 
unsupported inference, or upon inference based upon in- 
ference. If this be followed by a reading of respondent’s 
findings and opinion in the light of the delineation made 
under this Point, the extent to which respondent com- 
pounded its counsel’s errors will become clear.*? 


For substantial evidence supporting respondent’s theory 
of a pre-existing plan to distribute its securities in New 
York City, for evidence of an affiliation between Torny 
and petitioner, or for a showing that petitioner knew that 
the 500,000 shares of its stock sold to Torny in 1955 were 
intended for distribution in the United States, the record 
will be searched in vain. To sustain respondent’s findings 
on these points there is, for the most part, no evidence at 
all, much less evidence of a substantial nature. 


To support respondent’s finding as to overstatement of 
reserves there is only the naked opinion of respondent’s 
engineer unsupported by any physical data or by a more 
than casual examination of the oil properties. In the 
light of petitioner’s unrefuted reliance upon the opinions | 
of its own geologists who visited the fields and made 
on-the-spot analyses and observations, and who rendered 
written reports to petitioner’s directors upon the basis of 
which they caused petitioner to acquire these oil properties 
at a cost of millions of dollars, which reports were 
promptly filed with respondent, we submit that the order 
under review is without basis in law. 


42 See appendix to this brief. 
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In any case, if this Court find even a single one of the 
main specifications of false or misleading statements in 
petitioner’s reports to be without adequate evidentiary 
support,* then, in deference to the public interest and the 
need for the investor protections shown under Point I, 
this Court should remand with instructions to respondent 
to reassess the penalty laid upon petitioner, its stock- 
holders and future public investors in the light of the 
intent of Congress in the enactment of the Securities 
Exchange Act. 


Conclusion 


In ordering withdrawal of petitioner’s registration from 
the American Stock Exchange, respondent failed to apply 
appropriate legal standards. It abused its discretion in 
rejecting petitioner’s offer to file amended reports con- 
forming to respondent’s point of view on the disputed 
facts. 


Respondent erred in ruling that petitioner was not en- 
titled to claim exemption for the shares issued by it in 
consideration of the transfer of the assets of Depositors 
Mutual Oil Company and Pitt Petroleums, Ltd., and in 
ruling that petitioner was not entitled to rely upon the 
opinion of its American counsel that said shares were so 
exempt. 


Respondent erred in holding that petitioner’s annual 
reports failed to disclose a contingent liability under 
§12(1) of the Securities Act in respect of the shares so 
issued because as a matter of law no such liability ever 
arose. 


Those findings of fact by respondent which were ma- 
terial to the disciplinary action taken by it against peti- 
tioner were not supported by substantial evidence. 


** As pointed out there are at least three. See, in this connection, 
fn. 19, p. 23. 
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The petition for review should be granted and respond- 
ent’s order of April 8, 1957 should be vacated and an- 
nulled, or, in the alternative, the proceeding should be 
remanded to respondent with instructions to limit the ap- 
plication of §19(a)(2) to a suspension of petitioner’s 
registration for a period not exceeding twelve months upon 
conditions appropriately related to the filing of amended 
reports by petitioner in conformity with the Securities 
Exchange Act. 


December 24, 1957. 
Respectfully submitted, 


Epwarp Marrin, 
Attorney for Petitioner. 


Gerorce BrussEL, JB., 
Smmon Kern, 
Of Counsel. 


65 


APPENDIX TO THE BRIEF 


By way of illustration we excerpt from the summation® 
a few of the statements of respondent’s counsel, indicating, 
in connection with each, the proposition to which coun- 
sel’s statement is directed and the extent to which coun- 
sel’s unsupported statements were adopted in respond- 
ent’s findings and opinion. 


1. 


Answering a question by respondent’s chairman 

(p. 12) as to whether there was any evidence in 

the record that the Swiss trust was a front for 
Black, Ciglen or Schwebel. 


**But it does tie together, and if one goes through 
the record and the exhibits, you can fit the pieces to- 
gether with only a gap here and there which I think 
reasonable inference would permit you to bring those 
gaps.’’ (p. 13) 


- 


645,000 shares of petitioner sold in August 1955 
must have originated with Torny: 


‘‘Well, this shows, then, that we have 645,000 shares 
being sold shortly after Torny took 500,000 shares in 
August, 1955. Now, there isn’t any indication that 
any other sizable block of shares was available for 
these three Canadian sub-underwriters to get shares, 
except through Torny. We have the further evidence 
that in 1954 Torny had acquired 200,000 shares, and 


“8 Unless otherwise indicated, references are to the page numbers 
of the stenographic transcript of the summation. 
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here again it seems to me reasonable for an inference 
to be drawn that these shares, or at least most of 
them, that were sold by Shuck, came indirectly at 
least from Torny.’’ (pp. 35-36) 


At page 12 of respondent’s opinion it appears that re- 
spondent accepted counsel’s thesis. 


3. 


121,695 shares sold by one of the Swiss trusts 
(Agro) originated as the Depositors’ stock. 


“‘T believe it was called the Agro trust in this case, 
by the Murray house, which, I think it would only be 
fair to infer came from the Depositors’ source, al- 
though the letter, the vendor letter, claimed that these 
shares were acquired on the open market.’’ (p. 47) 


4. 


The Pitt transaction was the same as the 
Depositors’ transaction: 


‘“We were unable to get any of the officers or direc- 
tors of Pitt to testify. They all were in Canada. So 
we don’t have in the record the actual negotiations or 
understandings leading up to the illegal distribution. 
But I think one can infer the same kind of arrange- 
ment was made.’’ (p. 49) 


Yet respondent found that the Pitt transaction was of 
a piece with the Depositors’ transaction and was effected 
‘‘through corporate vehicles controlled by Ciglen and his 
associates’’ (op., p. 8). 
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5. 


Ciglen participated in the profit derived from the 
resale of the Pitt stock: 


““We found none of the checks in the Pitt transaction 
endorsed over to Ciglen. As I say, it rests—the con- 
clusion would rest on inference that Ciglen was par- 
ticipating in that transaction. And I think it would 
be perfectly fair under the rules of law and evidence 
to infer that once you have established several transac- 
tions all of which you can tie to one person, and an- 
other transaction which was used exactly the same 
pattern and device, that it is perfectly fair to attribute 
that also as the same conspiracy, and charge the main 
conspirator with responsibility for that as well as 
with the other, which you have the direct proof on.’’ 
(pp. 50-51) 
* * i * 

‘‘As I say, of that, the checks that are endorsed over 
to Ciglen, were only $360,000. So it would have to be 
an inference Ciglen undoubtedly made part of the 
profit.”” (p. 51) 





6. 
Ciglen made $5,000,000 on the Depositors’ transaction. 


‘“‘These shares (Agro) were sold for a total of 
$390,000. If you add those into the other 1,569,000 
shares, and treat them all as coming from the Deposi- 
tors” underwriting, which seems to me only fair to 
infer, and if you deduct the cost to Ciglen of getting 
the properties, of really buying the shares, let’s say, 
of $1,930,000, you find a profit that he and his co- 
conspirator made of about five million dollars on this 
transaction.’’ (pp. 47-48) 
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But at page 32 of the oral argument of April 5, 1957, 
petitioner’s counsel made the following statement: 


‘And I do not believe I have ever made a state- 
ment that we could say from the record that Ceglin 
(sic) himself profited in a certain amount.’’ 


Yet it was Ciglen’s former connection with petitioner 
and petitioner’s alleged failure to change its management 
which respondent assigned as among the grounds for its 
delisting order (op. p. 20). 
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I 
STATEMENT OF THE QUESTIONS PRESENTED 


The following statement of the questions presented was 
stipulated by the parties on October 22, 1957. Petitioner 
has not referred to the third question in its brief; there- 
fore, we do not discuss it. 


1. Did the Securities and Exchange Commission abuse 
its discretion in withdrawing the registration of peti- 
tioner’s securities from the American Stock Exchange? 

2. Did the Commission fail to follow appropriate legal 
standards in its withdrawal of the registration of peti- 
tioner’s securities from the American Stock Exchange? 

3. Did the Commission exceed its jurisdiction by con- 
sidering whether petitioner’s shares had been sold without 
registration under the Securities Act of 1933? 

(The Commission takes the position that this question 
may not be raised on this appeal in the light of the pro- 
visions of Section 25(a) of the Securities Exchange Act 
of 1934 that no objection to an order of the Commission 
shall be considered by the reviewing court unless the ob- 
jection has first been urged before the Commission.) 

4. Were securities issued by petitioner under the cir- 
cumstances of this case subject to the registration re- 
quirements of the Securities Act of 1933? 

5. Did the distribution of petitioner’s unregistered 
shares create a contingent liability against petitioner pur- 
suant to Section 12(1) of the Securities Act which should 
have been disclosed in the reports filed with the Commis- 
sion? 

6. Was there substantial evidence to support any of 
the following findings, to wit, that: 

(a) The action of this petitioner in issuing its stock to 
acquire assets of Pitt Petroleum Ltd. and Depositors Mu- 
tual Oil Development Company was part of a pre-existing 
plan to use stockholders of those companies merely as a 
conduit for distributing a substantial amount of this peti- 
tioner’s securities to the American public. 

(b) Torny Financial Corporation was an affiliate of 
this petitioner. 
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(c) The 500,000 shares of ‘this petitioner’s stock pur- 
chased from petitioner by Torny Financial Corporation ’ 
was intended for distribution in the United States. : 
(ad) This petitioner’s estimate of its oil and gas re- 
serves was overstated and the evaluation of these re- 
serves excessive. 
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Great Sweet Grass Ors, LIMITED, PETITIONER» 
v. 


SEcuriTIEs aNnD ExoHaNnceE COMMISSION, BESPONDENT 


BRIEF FOR THE SECURITIES AND EXCHANGE 
COMMISSION, RESPONDENT 


COUNTERSTATEMENT OF THE CASE 


Petitioner, an Ontario corporation, seeks reversal of an 
order of the Securities and Exchange Commission entered 
pursuant to Section 19(a)(2) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78s(a)(2), whereby the registra- 
tion of petitioner’s capital stock on the American Stock 
Exchange (“Exchange”) was withdrawn. The same order 
also withdrew the registration on the Exchange of Kroy 
Oils Ltd. (“Kroy”), which the Commission found was a 
company controlled by petitioner (Op. 4, 22-23; R. 5514, 
5532-5533). On the basis of extensive hearings the Com- 


1“R, ——” refers to the record pages certified to this court. Up 
to R. 3230, these are identical to the pages of the typewritten 
transcript of the stenographer’s minutes referred to by petitioner. 
To be consistent with petitioner, we make a parallel reference 
(“Op. ——”) to Securities Exchange Act Release No. 5483, con- 
taining the Commission’s opinion and the order appealed from 
herein. 

A petition for review by Kroy is pending in this Court. See 
Kroy Oils Ltd. v. Securities and Exchange Commission, No. 
13,920. 


(1) 
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mission concluded that these corporations had failed to 
comply with provisions of Section 13 of the Securities 
xchange Act, 15 U.S.C. 78m, relating to the filing of 
current and annual reports by corporations with securi- 
ties registered on a national securities exchange and that 
withdrawal of the registration of their securities, thus 
precluding trading therein on the Exchange, was neces- 
sary and appropriate for the protection of investors. 

In its opinion the Commission stated that “the two 
companies filed reports with us which contained false and 
misleading statements concerning the oil and gas reserves 
in their properties and the applicability of the registra- 
tion requirements of the Securities Act to the issuance 
and distribution of their securities. Such misinformation 
was widely circulated in this country in investment advis- 
ory publications and in sales literature, and investors 
purchased in reliance thereon.” (Op. 20; R. 5530.) The 
Commission found that while these misleading reports 
‘were on file, there was being distributed to American in- 
vestors late in 1955 and early in 1956 by four New York 
City broker-dealers, referred to in the record as “boiler 
rooms” (R. 25)? over 2,700,000 shares of petitioner’s 
capital stock for over $12,000,000, without any regis- 
tration of this stock under the Securities Act of 
(1933. A few months later the same brokers distributed 
650,700 shares of the capital stock of Kroy for about 
$1,650,000, also without registration under the Securities 
Act (Op. 5-13; R. 5515-5523.). These distributions were 


_ 2This is the colloquial term used in the securities field to 
describe the premises from which the high pressure telephone 
solicitation is conducted. Normally, in a ‘boiler-room’ operation 
each telephone salesman will be equipped with two telephones, so 
that a constant continuity of calls may be maintained without 
any loss of time. It is a frequent practice to use so-called se- 
quence calls, i.e., a number of calls are placed simultaneously with 
the long distance telephone operator with instructions to place 
the calls in the order given, so that no time will be wasted in 
' picking up the next call.” Timbers and Pollack, Extradition from 
Canada to the United States for Securities Fraud: Frustration of 
| the National Policies of Both Countries, 24 Fordham L. Rev. 301, 
fn. 16 (1955). 





3 


made “over-the-counter,” 2.¢., not on the Exchange. Reg- 
istration of the stock of petitioner and of Kroy under 
the Securities Act of 1933 would, of course, have called 
for complete disclosure of all material facts relating to 
these companies and their securities prior to the offer- 
ings to the public.® 

The Commission found that the distribution of these 
shares without registration was in violation of Section 5 
of the Securities Act of 1933 and had been effected as part 
of a scheme by one Samuel Ciglen, who controlled both 
petitioner and Kroy, and was general counsel of both 
companies, as well as being a director and subsequently 
president of petitioner (Op. 45; R. 5514-5515). 

Ciglen and his associate, Morris Black, treasurer of 
petitioner, controlled Torny Financial Corporation 
(“Torny”), a Toronto underwriting house. Purchases of 
petitioner’s stock were being made on the Exchange for 
Torny’s account in very substantial amounts during the 
very period that the over-the-counter distributions re- 
ferred to above were being made.* As the Commission 
pointed out, the effect of this “was to maintain or raise 
the price on the Exchange and facilitate the over-the- 
counter distribution at such price” (Op. 7; R. 5517). 
That the prices received had little relation to the under- 
lying assets represented by this stock is indicated by the 
Commission’s finding that about $8,000,000 of the sums 
received for stock of the petitioner financed an acquisi- 
tion costing about $2,000,000—profits of more than $5,- 
000,000 being retained by Ciglen and the others through 


3“The essential purpose of the statute [Securities Act of 1933] 
is to protect investors by requiring publication of certain infor- 
mation concerning securities before offered for sale.” A. C. Frost 
v. Couer d’Alene Mines Corp., 312 U.S. 38, 40 (19389). 

The information required to be filed in a registration statement 
under that Act is set forth in forms of the Commission in ac- 
cordance with Schedule A to that Act. 15 U.S.C. 77aa. 


4 As the Commission’s opinion notes (Op. 7; R. 5517), a Liech- 
tenstein trust purchased for Torny’s account $337,980 of petition- 
er’s shares on the Exchange. The record indicates additional 
purchases (R. 3474, 3479-3500). 





4 


whom the distributions were effected, after deducting 
brokers’ commissions. (Op. 7-8; R. 5517-5518). 

Petitioner had registered its stock on the Exchange in 
November 1954 and the stock was admitted to trading on 
the Exchange in January 1955. Torny had underwritten 
sales of 200,000 shares of the stock for $1.25 per share 
in 1954 and of 500,000 shares at $2.75 per share in 1955, 
ostensibly to be delivered in Canada. Of these 700,000 
shares, approximately 650,000 were transferred through 
three Canadians to one-of the New York Wiler rooms 
referred to above and were then sold by means of an in- 
tensive sales campaign over-the-counter in this country 
from November 1955 through January 1956 at prices 
ranging from $3.75 to $4.50 per share. The Commission 
found that these shares “were intended for distribution 
in this country” and accordingly that they should have 
been registered under the Securities Act of 1933. (Op. 
12-13; R. 5522-5523) 

With respect to the subsequent distributions, the viola- 
tion was not quite so transparent. An attempt was made 
to utilize an interpretative rule of the Commission 
whereby, for purposes of registration under the Securi- 
ties Act of 1933, “no sale” of a security is considered 
to be involved “so far as the stockholders of a cor- 
poration are concerned” where they receive stock of 
another corporation in connection with certain mer- 
gers or transfers of the assets of their own corpora- 
tion. As we show in the Argument, Point II, infra, 

‘this rule was not intended to and does not exempt 
distribution of shares to the general public. However, as 
a result of the steps effected by Ciglen, lawyers were 
‘found who gave their opinions, whether based on inade- 
quate knowledge of the facts or otherwise, that the par- 


5In this case the New rk broker-dealers involved received 

4 rr 15% of the selling price. See e.4%3501-3550. This is to be com- 

pared with commissions not in excess of approximately 212% 

which would have been received by exchange members had the 

sales been on the Exchange. Had these large quantities of stock 

been sold on the exchange it presumably would have substantially 
decreased the price. 
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ticular shares of capital stock of petitioner and Kroy 
that were being unloaded on the American market did 
not have to be registered because they had been received 
pursuant to the “no sale” rule. 

The pattern is illustrated by the so-called “Depositors” 
transaction, named after a dummy corporation utilized 
therein. One Robert M. Jordan and his family desired 
to sell certain oil properties for about $2,000,000 in cash. 
Jordan was introduced to Ciglen, who agreed to pur- 
chase the properties for petitioner at this price. He 
assured Jordan that he would make the necessary ar- 
rangements to raise the cash upon Jordan’s compliance 
with certain of Ciglen’s suggestions. Jordan was to 
transfer the properties to a dummy corporation owned 
by Jordan, Depositors Mutual Oil Development Co.; he 
was to increase the number of shares outstanding to 
1,750,000; and he was to increase the number of share- 
holders. Jordan carried out these instructions by issu- 
ing the requisite number of shares to about 30 of his 
acquaintances, who executed notes under an arrangement 
with Jordan whereby Jordan agreed to hold them harm- 
less on the notes. Petitioner then acquired the oil prop- 
erties from Depositors for 1,750,000 of its shares, which 
were purportedly to be distributed to the straw-men 


stockholders of Depositors in liquidfion of that corpora- 


tion. Actually, Jordan received $1,930,000 in cash from 
Ciglen and 60,000 shares of petitioner’s stock, which he 
apparently took in lieu of the balance of $70,000 of the 
agreed cash price. The remaining 1,690,000 shares of 
petitioner’s stock never went to Jordan, to his corpora- 
tion, or to his straw men. Instead, they were delivered 
to Ciglen and shortly thereafter they were delivered 
by one or another of some 33 Canadians to the four boiler 
rooms in New York, whence they were distributed to the 
public at a price in excess of $3.65 per share. (Op. 5-6; 
R. 5515-5516.) 

The letters from these Canadians accompanying the 
‘shares sent to the boiler rooms, which were for the most 
part identical in language and often typed on the same 
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typewriter (R. 866), stated that a legal opinion had been 
given that the shares were not subject to the registration 
requirements of the Securities Act of 1933, having been 
obtained “from minority stockholders of an Oklahoma 
corporation which effected the pro rata distribution of 
shares of Great Sweet Grass Oils, Limited to its stock- 
holders under a plan approved by all the stockholders 
‘whereby the Oklahoma corporation had sold all its assets 
to Great Sweet Grass Oils, Limited for stock of Great 
‘Sweet Grass Oils, Limited.” (See eg. R. 3502). Checks 
were drawn to the order of the Canadian “vendors” for the 
proceeds of their securities. Although there is no evidence 
that all of these sums were turned over to Ciglen, the 
record shows that a number of checks, representing pro- 
eeeds of significant sums, were endorsed directly to a 
trust account of Ciglen’s law firm. While the stock al- 
legedly given for the oil properties in the Depositors 
transaction was being sold to the public for approxi- 
mately $7,750,000, reports were filed with the Exchange 
and with this Commission, which the Commission found 
overstated by several million barrels the proven reserves 
of oil and over-valued the properties by at least four and 
a half million dollars. (Op. 7; R. 5517). 

An almost identical pattern was followed with respect 
‘to Kroy in the so-called “Coronet” transaction, where, 
again, shares ostensibly exchanged for oil properties pur- 
chased for $2,200,000 in cash were sold to the public for 
‘approximately $3,750,000 at a time when the oil reserves 
purchased were reported to be over 7,000,000 barrels, al- 
though the Commission found they could not be reason- 
ably estimated in excess of 2,620,000 barrels. (Op. 8-9, 
18-19; R. 5518-5519, 5528-5529.) 

With some variations the pattern was followed in the 
so-called “Pitt” transaction, wherein shares of petitioner’s 
stock were also claimed not to be subject to registration 
on the ground that they had been received from minority 
shareholders of another corporation that had acquired 
them in accordance with the “no-sale” rule. In the Pitt 
transaction, shares of petitioner’s stock sold to the public 
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for $2,440,000 had been issued for properties found by 
the Commission to be worth considerably less than $1,- 
000,000. In the reports filed with respect to this trans- 
action the oil reserves were over-estimated by at least 
twice their amount. (Op. 8, 17-18; R. 5518, 5527-5528). 

The violations of the Securities Exchange Act found 
by the Commission occurred, as indicated, above, in the 
filing of false reports pursuant to Section 13 of the Act. 
Specifically, the Commission found that these reports con- 
tained the following affirmative misrepresentations: 

(1) In a current report filed on Form 8-K on Septem- 
ber 21, 1955 for the month of August 1955 the proceeds 
of a distribution of 500,000 of petitioner’s shares was rep- 
resented to be “for general corporate purposes, working 
capital and the drilling of additional wells” (Doc. 453). 
The Commission found that this money was subsequently 
used to invest in shares of a promotional mining corpo- 
ration, an investment which bore no relationship to the 
petitioner’s corporate purposes and was in no way con- 
nected with the “drilling of additional wells.” (Op. 14; 
R. 5524). 

(2) The same report stated that the 500,000 shares 
were not intended for distribution in the United States 
and hence were not registered pursuant to the Securities 
Act of 1933. The Commission found that the shares were 
intended for and were in fact distributed in the United 
States. (Op. 13; R. 5523.) 

(3) In the same report it was reported that “Torny 
Financial Corporation Limited was not an affiliate of the 
company nor controlled by an officer or director of the 
company.” The Commission found that Torny was an 
affiliate of petitioner and was controlled by both Ciglen 
and Black. Black was at that time an officer of the 
company and Ciglen, although not then an officer, was 
the company’s general counsel and controlling stock- 
holder. (Op. 13; R. 5523.) 

(4) On January 24, 1956, petitioner in a current report 
on Form 8-K for December 1955, stated with respect to 
the properties acquired in the Pitt transaction that there 


| 
1 
i 


| 
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were 673,603 barrels of proven developed reserves, 590,536 
barrels of proven undeveloped reserves and 155,351 bar- 
rels of “probable additional” reserves (R. 5248) a total 
of 1,419,490 barrels. The Commission found that at most 
there could have been estimated 625,000 barrels. Peti- 
tioner’s own expert in April 1956 estimated that the proven 
reserves were only 310,000 barrels (Op. 17; R. 5527.) 
_ (5) In the same report petitioner stated that there were 
proven reserves of 9,470,000 barrels of oil in the properties 
received in the Depositors transaction (R. 5248). Peti- 
tioner also included an estimate that the properties re- 
ceived in the Depositors transaction contained “unpro- 
ven reserves” based on “reservoirs not yet discovered” 
of 93,600,000 barrels of oil and 238,500,000,000 cubic feet 
of gas. The Commission found that the proven reserves, 
as to which alone definite estimates of amounts can be 
appropriate, could at most be estimated at 2,870,000 bar- 
rels of oil (Op. 14-16; R. 5524-5526.) 

(6) In its annual report for 1955 on Form 10-K, filed 
May 16, 1956, petitioner showed as an asset of $6,597,500 
the properties acquired in the Depositors transaction (R. 
5427). The Commission found that the price of these 
properties was approximately $2,000,000 and that this 
figure bore a reasonable relationship to the value of the 
proven oil reserves therein. (Op. 16; R. 5526.) 

(7) In the same statement the oil reserves of the prop- 
erties acquired in the Pitt transaction were carried on 
the balance sheet at $1,334,800.25 (R. 5437). The Com- 
mission found that this figure was “at least three times 
the reasonable value of the proven reserves, using Sweet 
Grass’s valuation basis of $1.00 a barrel for developed 
reserves and 50¢ a barrel for undeveloped reserves” (Op. 
18; R. 5528.) 

In addition to these affirmative false statements, the 
Commission found that the foregoing reports were 

misleading in failing to show that the petitioner’s securi- 
_ ties had been sold in violation of the Securities Act of 
1933 and that the petitioner was thereby subjected to a 
contingent liability. (Op. 13; R. 5523.) 
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The foregoing has been based for the most part upon 
statements in the Commission’s findings and opinion. 
Petitioner challenges the evidentiary basis for certain of 
these findings and we deal with these challenges in the 
Argument, Point III infra. We note at this time, how- 
ever, that petitioner does not dispute the fact of the tre- 
mendous over-the-counter sales of petitioner’s unregis- 
tered stock through the New York boiler rooms nor the 
Commission’s findings as to the methods by which the 
stock was sold; and that petitioner’s contentions with 
respect. to the other factual determinations of 'the Com- 
mission are for the most part mere disagreements as to 
the relative weight to be accorded conflicting evidence. 


Statute Involved 


Section 19(a)(2) of the Securities Exchange Act of 
1934, 15 U.S.C. 78s(2) provides: 


“The Commission is authorized, if in its opinion 
such action is necessary or appropriate for the pro- 
tection of investors— 

® * * * 
(2) After appropriate notice and opportunity for 
hearing, by order to deny, to suspend the effective 
date of, to suspend for a period not exceeding twelve 
months, or to withdraw, the registration of a security 
if the Commission finds that the issuer of such se- 
curity has failed to comply with any provision of 
this title or the rules and regulations thereunder.” 
Other relevant statutory provisions are set forth in the 
appendix hereto. 


Summary of Argument 


1. The Commission found that petitioner committed 
numerous violations of the Securities Exchange Act of 
1934. Withdrawal of the registration of petitioner’s se- 
curities on the Exchange was appropriate for the protec- 
tion of investors, since the registration on the Exchange 
was being utilized to defeat the policy of the statute “to 
insure the maintenance of fair and honest markets.” The 
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false reports filed by the petitioner in violation of the Act, 
while the price on the exchange was being artificially 
maintained or raised, made possible the realization of 
millions of dollars of profit by petitioner’s controlling 
stockholder and his associates. In the light of the 
serious false filings by petitioner, which aided the high- 
pressure sales campaign in petitioner’s stock, the Com- 
mission would have been justified in withdrawing peti- 
floner’s securities from registration on the exchange, even 
if there had been no connection between the petitioner and 
these sales. The remedy adopted by the Commission was 
particularly appropriate in view of the fact that the peti- 
tioner ts a Canadian corporation and may not be subject 
to various remedies available to the Commission where a 
domestic corporation is involved and its controlling per- 
sons are within the jurisdiction of this country. Con- 
cededly, the withdrawal of registration deprives ‘the exist- 
ing security holders of an issuer of certain advantages 
provided by the statute but the very fact that Congress 
specifically gave the Commission the power to withdraw 
‘registration shows that it recognized that there might be 
situations where on balance the detriment to public in- 
vestors of continued registration might outweigh these 
advantages. The Commission, having “regard . . . not 
only for existing stockholders of the issuer, but also for 
potential investors,” found that this was such a case, and 
it determined, in the exercise of its statutory responsi- 
bility, that the policy of the statute could best be effected 
by the remedy of withdrawing the registration of peti- 
tioner’s securities. 

2. Although the Commission’s action could be sustained 
even had it not found that petitioner also violated the 
registration provisions of the Securities Act of 1933, it 
is clear that those provisions were violated by petitioner. 
A large distribution of petitioner’s securities was pub- 
licly effected in this country without registration. Peti- 
tioner failed to register certain of these shares in pur- 
ported reliance upon an interpretative rule inapplicable 
to the transactions involved, the rule relating solely to 
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stockholders of a corporation who receive stock of another 
corporation in connection with certain bona fide mergers 
or transfers of the assets of their own corporation by 
what is essentially corporate action. The rule clearly 
had no application here where the intention from the 
start was to distribute the securities publicly. In any 
event, the rule provides no exemption for a subsequent 
distribution of the shares received by the stockholders to 
whom they were issued. Since a: violation of the regis- 
tration requirement of the Securities Act subjects the 
violator to civil habilities, the violation by petitioner 
created a contingent liability which should have been 
disclosed in its financial statements filed with the Com- 
mission and the Exchange. 
3. The Commission’s findings herem are fully sup- 
ported by the evidence. In order to shorten the pro- 
ceeding, the petitioner waived certain procedures which 
would otherwise have been accorded it. This cannot, 
however, increase the quantum of proof required to sup- 


port the findings of the Commission, as petitioner appears 
to contend. Many of the Commission’s findings are con- 
ceded and as to the balance petitioner’s arguments indi- 
cate at best a disagreement with the Commission’s inter- 
pretation of the evidence and the weight to be accorded 
it. The detailed references hereinafter set forth fully 
support all of the Commission’s findings. 


ARGUMENT 


I. In View of This Commission’s Findings of Violations 
of the Reporting Requirements of the Securities Ex- 
change Act By the Petitioner At the Very Time Large 
Quantities of Its Unregistered Stock Were Being Sold 
Through High.Pressure Methods To American In- 
vestors, the Commission Clearly Acted Within Its 
Power and In Full Compliance With Statutory Stand- 
ards In Withdrawing the Registration of Petitioner’s 
Shares On the American Stock Exchange. 


Section 19(a)(2) of the Securities Exchange Act of 
1934 gives this Commission explicit power to withdraw 
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the registration of a security on a national securities ex- 
change when the issuer has failed to comply with any 
provision of the Act if, in the opinion of the Commis- 
sion, “such action is necessary or appropriate for the 
protection of investors.” As we have seen (pp. 7-8, 
supra), the Commission found numerous violations by 
petitioner of the 1934 Act. And it is difficult to conceive 
of a case more appropriate than this for withdrawal of 
the registration of a security on an exchange in order to 
protect investors. 

The Securities Exchange Act of 1934 is the second in a 


series of statutes adopted by the Congress to bring hon- 


esty and fair play to the Nation’s securities and capital 
markets as a means of restoring and maintaining investor 
confidence and permitting the free flow of savings to meet 
the legitimate capital needs of business and industry. 
The first of these, the Securities Act of 1933, relates to 


offerings to the public of securities by an issuer or a per- 


son in a control relationship to the issuer. The purpose 
of this Act is accomplished by (a) requiring the prior 


registration of such securities with the Commission and 


the furnishing to investors of a prospectus containing ma- 
terial information necessary to the making of informed 
investment decisions, and (b) the imposition of liabilities 
and sanctions designed to prevent fraudulent and other 
deceptive practices in the sale of securities.® 

The Securities Exchange Act is complementary -in the 


scheme of Federal securities regulation. It is designed 
to make available to investors material information con- 


cerning outstanding securities traded or to be traded on 
national securities exchanges by providing for registra- 


tion of such securities with the Commission and the ex- 


change (Section 12) and the filing of periodic and cur- 


rent reports by the issuers of the registered securities 


(Section 13). In addition to other provisions designed 
to impose a measure of regulation over the activities of 





6We discuss under Point II the provisions of the Securities 
Act relevant to the issues in this case. 
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exchanges (Sections 9 and 19) and of brokers and dealers 
in securities (Section 15), provision is made for eliciting 
information as to the ownership of and the trading in se- 
curities by insiders (Section 16) and as to matters pre- 
sented for stockholders’ action (Section 14). The Securi- 
ties Exchange Act also contains a variety of anti-fraud 
provisions complementary to those of the Securities Act 
and designed to provide fair and honest markets in securi- 
ties (Sections 9 and 10). Important among these are the 
provisions making unlawful the filing of false informa- 
tion with the Commission (Section 32) and the effecting 
of manipulative transactions having the effect of artifi- 
cially raising the prices at which securities are traded 
on exchanges or in the over-the-counter markets (Sec- 
tions 9 and 15). 

In this case registration of petitioner’s ‘securities under 
the Securities Exchange Act to permit trading on a 
national securities exchange was used as a means of 
defeating rather than meeting the express policy of the 
statute “to insure the maintenance of fair and honest 
markets” in transactions upon securities exchanges and 
over-the-counter (Section 2). The filing of false reports 
and the artificial manipulation of prices on the exchange 
in violation of the Act contributed to the creation of a 
false market, rather than a fair market in petitioner’s 
securities. 

Moreover, the falsity of these reports, the manipulated 
artificial prices,’ and the failure to comply with the regis- 
tration and prospectus provisions of the Securities Act, 
which would have compelled a revelation of the facts, 
made possible the realization of millions of dollars 
profit by the promoters and the underwriters of peti- 
tioner and its affiliated companies within a period of ~ 
less than two years at the expense of the public and 
without any increase in value of the enterprise or of the 


7 The vendors’ letters to the boiler rooms uniformly stated that 
the sales were to be “at the prevailing market price existing on 
the American Stock Exchange.” (R. 3501 et seq., R. 3884 et seq.) 
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underlying properties. Investors had no way of learn- 
ing either that the filed reports were false or that the 
exchange prices were affected by substantial purchases 
of the very individuals who were unloading securities 
over-the-counter. In the light of the serious violations 
of the Securities Exchange Act, which aided the high 
pressure over-the-counter sales campaign in petitioner’s 
stock, the Commission properly determined to withdraw 
petitioner’s securities from registration on the exchange, 
and even if there had been no connection between the 
petitioner and the over-the-counter sales the Commission 
might have properly concluded that withdrawal was ap- 
propriate. 

The fact that petitioner is not a domestic corporation 
and that it and the various individuals associated with it 
might not be subject to the jurisdiction of the courts of 
this country also bears upon the appropriateness of the 
remedy. In the case of a domestic corporation, proper 
reports can be compelled.* Persons within the jurisdic- 
tion willfully violating the Act can be convicted. These 
remedies are less clearly available against foreign cor- 
porations and non-residents.° 

We are of course aware that the withdrawal of the 
registration of a security on an exchange may have 
certain adverse effects on the existing security holders 
of an issuer. They are the beneficiaries of important 
regulatory and reporting provisions of the Securities 
Exchange Act to which a company subjects itself when 
it acquires the benefits of the exchange markets. We do 
not deprecate the importance of the required filing of 
reports by listed companies (Section 13), of compliance 
with the Commission’s proxy regulations to which such 
companies are subject (Section 14), or of the reporting of 
transactions in and liability for short-swing profits arising 
out of transactions in the company’s shares by officers, di- 





8 Securities and Exchange Commission v. Atlas Tack Corpora- 
tion, 93 F. Supp. 111 (D. Mass. 1950). 


®See Timbers and Pollack, Extradition from Canada to the 
United States for Securities Fraud: Frustration of the National 
Policies of Both Countries, 24 Fordham L. Rev. 301 (1955). 
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rectors and large stockholders (Section 16). But Congress 
was necessarily aware of these benefits when it determined 
by the enactment of Section 19(a)(2) that there might 
be situations where the agency entrusted with the admin- 
istration of the statute might believe that on balance the 
detriment to public investors of continued registration 
might outweigh these advantages in a particular case. 

With respect to the requirements to file reports with 
this Commission under Section 13 of the Act, as peti- 
tioner conceded (Br. p. 19), the withdrawal of its shares 
from listing has had no effect.’ As to certain of the other 
statutory benefits for stockholders, it hardly lies in the 
petitioner’s mouth to complain that they are lost by the 
withdrawal of its registration. There is nothing to pre- 
vent petitioner from supplying its stockholders with full 
and accurate reports in connection with its solicitation of 
proxies or with any other matters available to it, whether 
or not petitioner is required to do so. In pointing out 
that in the absence of full Commission regulation, peti- 
tioner has withheld pertinent information from its stock- 
holders (Br. p. 19, fn. 17), petitioner further illustrates 
why it should not be entitled to the aura of respectability 
which might flow from an exchange listing.™ 

The Commission pointed out (Op. 21; R. 5531) that 
“regard must be had not only for existing stockholders of 
the issuer, but also for potential investors.” ** By the 


10 Some years ago petitioner had filed a registration statement 
under the Securities Act for an earlier issue of securities. Pur- 
suant to Section 15(d) of the Securities Exchange Act it was 
required to undertake to file with the Commission the reports 
called for by Section 13 of the latter Act. 


11The New York Stock Exchange refers to listing on the ex- 
change as a “hallmark of value.” See e.g. Atlas Tack Corp. v. 
New York Stock Exchange, 246 F. 2d 311, 316 (C.A. 1, 1957). 


12 Cf. Exchange Buffet Corp. v. New York Stock Exchange, 244 
F. 2d 507, 510 (C.A. 2, 1957): 

“As the Commission pointed out in its opinion in the case 
at bar, the possible adverse effects upon current security 
holders ‘inherent in any delisting * * * must be weighed 
against the protection afforded future purchasers by remov- 
ing from exchange trading securities found unsuitable for 
that market.’ ” 
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Commission’s action they are protected from the type of 
abuses petitioner committed. The Commission also stated 
that the “privilege” of the “use of the facilities of a 
national securities exchange” involves important responsi- 
bilities which, when abused, vitiate “the integrity of the 
exchange market” (Jbid.). The Commission’s action is 
intended to restore that integrity. 

We do not contend that the Commission’s actions with 
respect to petitioner’s stock may not have resulted in an 
adverse effect on its price. As we have seen, that price 
had been kept at an artificially high level by means of 
petitioner’s false filimgs and Torny’s purchases on the 
Exchange. When the Commission’s notice of hearing in 
this proceeding gave some indication of the true situa- 
tion, it is not surprising that the price declined. There 
is no indication, however, as petitioner appears to con- 
tend (Br. p. 18), that the present low price of its stock 
is due in large measure to the loss of the Exchange 
market as distinguished from the exposure of the truth 
regarding the petitioner. 

- Petitioner implies that as a result of the Commission’s 
action its stock can never again be registered on the 
exchange. (Br. p. 12-14, 24, fn. 20.) The statute, how- 
ever, does not preclude reappheation for registration. 
Under the somewhat comparable provisions of Section 
15(b) of the Act, involving the denial or revocation of the 
registration of a broker or dealer, the Commission has in 
appropriate cases permitted subsequent applications, filed 
after revocation, to become effective.* If at some future 





13 See e.g. G. L. Ohrstrom & Co., 14 S.E.C. 583 (1943) and 
Securities Exchange Act Release No. 2034 (1939) and Jennings 
& Co., 30 S.E.C. 378 (1949) and 10 S.E.C. 1010 (1942). In neither 
of these cases did the original order refer to any possible re- 
application. And, cf. Charles C. Wright, 32 S.E.C. 37 (1950), 
where it was held that the public interest did not require the 
Commission to deny Wright’s application for registration as a 
‘dealer in securities, despite the Commission’s determination 7 
years earlier (Charles C. Wright, 12 SEC 100 (1942), affirmed 
Wright v. Securities and Exchange Commission, 184 F. 2d 733 
(C.A. 2, 1943)) to expel him from membership in a national se- 
-curities exchange under Section 19(a)(3) of the Act, where the 
standard, as in the instant case, is “the protection of investors.” 
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date on the basis of a new application it should appear 
that the requirements of the Securities Exchange Act are 
fully satisfied—and this might occur when petitioner’s 
management is wholly free from the influence of those 
who were responsible for its violations of the securities 
laws *—the Commission might be persuaded that it would 


“be appropriate to permit petitioner’s shares again to be 


registered. In its determination herein the Commission 
noted that “It is not at all clear that the companies now 
have an independent management” (Op. 20; R. 5530). 
Petitioner argues that since the Commission’s order has 
not been qualified “in such a way as to permit reinstate- 
ment upon a showing of compliance by the issuer of the 
securities involved,” it is “in conflict with the Commis- 
sion’s own settled policy” and hence should be reversed 
(Br. p. 16, and ef. 21-24). The inclusion of a qualifi- 
cation of the kind suggested by petitioner, however, 
merely amounts to an advance indication of what the Com- 
mission deems will be its view on the public interest deter- 
mination when a new application is made. Moreover, as 
petitioner itself recognizes, there have been numerous 
withdrawal orders by the Commission without such quali- 
fications (Br. p. 13, fn. 5); it is true that they may have 
been in situations not wholly comparable to the instant 
case, but the Commission has never before had a case 
which is comparable to this one. The form of remedy nec- 
essarily depends upon the facts of the particular case be- 
fore the Commission, the nature of the violations and their 
effect upon the interest of investors and the public inter- 
est. Recognizing that the decision as to the appropriate 
remedy is one requiring the application of the expertese 
of an administrative agency to be taken in the varying 
context of actual cases, the Congress wisely did not specify 





14 One of the reasons for failing to delist in Callahan Zinc-Lead 
Co., 6 S.E.C. 209 (1939), cited by petitioner (Br. pp. 13, 21), was 
the fact that certain officers and directors responsible for the vio- 
lations no longer were in control of the corporation, and greater 
reliance could therefore be placed on the representations in the 
material to be filed. 
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an invariable rule but rather left it to the informed dis- 
eretion of the administrative agency charged with continu- 
ing surveillance of the securities markets and with the 
responsibility and duty to uphold the public and investor 
interest. In fact, as the petitioner in effect concedes (Br. 
p. 17), to be successful in this action the petitioner must 
establish to this court’s satisfaction that the action of the 
Commission constitutes an abuse of this discretion. 

In any event the exercise of the Commission’s statutory 
responsibility, when necessary for the protection of in- 
vestors, cannot be waived. As noted in Shawmut v. S.E.C., 
146 F. 2d 791, 795 (C.A. 1, 1945), relied upon by peti- 
tioner, “there is no doctrine of estoppel by prior dis- 
claimer or prior disuse” with respect to an administrative 
agency’s power to issue an order “without any retro- 
spective aspect.” In that case, which in a different con- 
text also involved the question whether a security should 
continue to be listed on an exchange, the Court said (146 
F. 2d at 796-7), “ .. . it is obvious that in each case 
the administrative agency must decide what it regards as 
appropriate terms in the light of testimony taken in con- 
nection with that particular application, the experience of 
the agency with other applications, and the underlying 
purposes of the statute involved.” The court noted that 
“flexibility was not the least of the objectives sought by 
Congress in selecting administrative rather than judicial 
determination of the problems of security regulation,” and 
that “[T]he administrator is expected to treat experience 
not as a jailer but as a teacher.” 

Petitioner’s argument (Br. pp. 16-17) is based on 
eases, all but one of which stand for the proposi- 
tion that consistent administrative interpretation is en- 
titled to “great” or “controlling” weight; but these cases, 
_ set forth in footnote 11 of its brief, deal merely with the 
weight that a court is to give an administrative interpre- 
tation. No question of inconsistent agency interpretation 
is involved here but merely a question of the appropri- 
ate agency policy under the peculiar facts of this 
ease. The other case upon which petitioner relies is 
Breswick v. U.S., —— F. Supp. —— (S.D. N.Y. Septem- 
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ber 27, 1957, Civ. No. 101-114), where petitioner contends 
that the agency involved was reversed for failure to follow 
its “established” pattern. Although clearly distinguish- 
able, discussion thereof is unnecessary, since that case 
has subsequent to the filing of petitioner’s brief been re- 
versed in the Supreme Court. Allegheny Co. v. Breswick 
&é Co., —— U.S. ——, 26 L-W. 4116 (Jan. 27, 1958). 

Within broad standards Congress entrusted to the Com- 
mission the determination how best to effectuate the pur- 
pose of the Act “to insure the maintenance of fair and 
honest markets” in transactions upon securities exchanges 
and over-the-counter (Section 2). The courts have repeat- 
edly emphasized the “fundamental principles . . . that 
where Congress has entrusted an administrative agency 
with the responsibility of selecting the means of achiev- 
ing the statutory policy ‘the relation of remedy to policy 
is peculiarly a matter for administrative competence.’ ” 
American Power and Light Co. v. Securities and Exchange 
Commission, 329 U.S. 90, 112, citing Phelps Dodge Corp. 
v. Labor Board, 313 U.S. 177, 194. And see Moog Indus- 
tries, Inc. v. F.T.C., —— U.S. —, 26 L.W. 4115 (Janu- 
ary 27, 1958). In the American Power and Inght Co. case, 
supra, the court also noted (329 U.S. at 112-113): 


“While recognizing that the Commission’s discre- 
tion must square with its responsibility, only if the 
remedy chosen is unwarranted in law or is without 
jurisdiction in fact should a court attempt to inter- 
vene in the matter.” 


Here the remedy is specified by law and is clearly evoked 
by the facts. 


II. The Securities Issued By Petitioner Were Subject To 
the Registration Requirements of the Securities Act 
of 1933 and Petitioner Should Have Reported a Con- 
tingent Liability Resulting from the Violation of 
These Requirements. 


As indicated above, in view of the misrepresentations 
in petitioner’s reports respecting its newly-acquired oil 
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properties at a time when petitioner’s stock was being 
sold in large quantities through high pressure methods to 
American investors, the Commissioner’s action in with- 
drawing the registration of petitioner’s securities on the 
Exchange would have been justified even if the sales had 
not been in violation of the registration requirements of 
the Securities Act. But, as the Commission found, 
they were in violation of those provisions and these viola- 
tions created a contingent liability which petitioner should 
also have disclosed in its reports under the Securities 
Exchange Act. 

The basic feature of the Securities Act of 1933 is the 
required disclosure of all material facts in connection 
with a public distribution of securities through an effec- 
tive registration statement on file with the Commission 
and a prospectus delivered to all purchasers. Section 5 
of that Act makes unlawful any sale of securities through 
the mails or channels of interstate commerce unless a 
registration statement is in effect and unless the basic 
facts in the registration statement are in a prospectus 
delivered to all purchasers. Section 11 of that Act pro- 
vides for civil liability to purchasers arising from false 
statements contained in a registration statement, which 
liability extends to the issuer, to its directors and under- 
writers, to all persons signing the statement, and to ex- 
perts, including engineers and accountants, who have pre- 
pared or certified any part of the statement. Any mate- 
rial untruth therein is also specifically made a criminal 
offense under Section 24. Section 12(1) provides civil 
liabilities for all sales made without registration or with- 
out delivery of a proper prospectus. 

There are certain exemptions from registration, which 
are set forth in Sections 3 and 4 of the Securities Act. 
These include exemptions for transactions which do not 
involve a public offering by or on behalf of an issuer, or 
transactions other than by an issuer, underwriter, or 
dealer. See Section 4(1). In this connection it should be 
noted that the term “underwriter” is broadly defined in 
Section 2(11) of the Act to include any person engaged or 
participating in a distribution of securities on behalf of 
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the issuer or a person in a control relationship with the 
issuer. The Securities Act is a remedial statute and the 
exemptions therefrom are to be narrowly construed.” 
Persons claiming to come within an exemption have been 
held to bear the burden of proof.*® In other words, once 
there is evidence that the securities have been sold with- 
out registration the burden is on an issuer to establish 
that an exemption is applicable. 

In the instant case there is no question that none of the 
securities involved was registered under the Securities 
Act. Nor is there any dispute that they were issued under 
circumstances which contemplated and resulted in their 
wide sale over-the-counter in this country by the “boiler 
rooms” in New York City through mailings and interstate 
channels, i.e., transactions involving a public offering and 
distribution. 

With respect to the 650,000 shares of the 700,000 shares 
sold through Torny, referred to at page 4, supra, peti- 
tioner’s only explanation is that they were not intended 
for distribution in this country. Apart from the fact that 
the alleged intention, even if true, did not obviate the 
need for registration since a distribution in the United 
States did in fact occur, petitioner offered no proof of 
this intention, and Ciglen and Black, the persons who 
might have been in a position to testify as to the intent, 
failed to appear at the Commission hearing. 

Nor was any valid explanation offered as to the failure 
to register the securities involved in the Depositors and 
Pitt transactions. As we have seen, they purported to 
have been issued in reliance upon the “no sale” theory 
embodied in the Commission’s Rule 133; but the Commis- 
sion properly held that this interpretative regulation did 


15 §$.E.C. v. C. M. Joiner Leasing Corp., 320 U.S. 344, 358, 355 
(1948), cf. Black v. Magnolia Liquor Company, 355 U.S. 24, 26 
(1957). 


16S.E.C. v. Ralston Purina Co., 346 U.S. 119 (1953); ef. 
Schlemmer v. Buffalo R. & P. Ry Co., 205 U.S. 1 (1907); Hart- 
ford Gas Co. v. S.EC., 129 F. 2d 794 (C.A. 2, 1942); Electric 
Bond & Share Co. Vv. S.E.C., 92 F. 2d 580 (C.A. 2, 1987). 
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not relieve the petitioner of the obligation to register the 
shares in question. 

Rule 133, quoted at page 25 of petitioner’s brief, pro- 
vides generally that for purposes of the registration re- 
quirements of the Securities Act of 1933 “no sale” to stock- 
holders of a corporation is deemed to occur where there 
is submitted to them proposals for certain types of stat- 
utory mergers, reclassifications, or transfers of assets, 
provided there is a vote binding the stockholders to ac- 
cept the exchange of securities. The effect of this rule is 
that it is not necessary to register securities in such trans- 
actions for the limited purpose of submitting the proposal 
to the stockholders and issuing the securities to them in 
consummation of the merger transaction. The theory un- 
derlying this rule is that the submission of the plan and 
the acquisition of shares by stockholders in these trans- 
actions is essentially a corporate transaction carried out 
under statutory codes providing for an exchange of secur- 
ities by operation of law, and is not essentially a matter 
of individual offer and sale. This interpretation orig- 
inated early in the administration of the Securities Act 
to meet the problems encountered in the application of 
the registration provisions to large intercorporate trans- 
actions involving numerous security holders. 

The record in this case clearly shows a situation to 
which this rule has no application. In substance, Ciglen 
arranged for the issuance to him or his nominees of shares 
of petitioner in consideration of the transfer to petitioner 
of properties for which Ciglen paid in cash, dummy cor- 
porations being employed for the purpose of giving the 
impression that this was an intercorporate transaction. 
The shares so acquired by Ciglen were promptly resold 
to the public, Ciglen and his nominees in Canada acting 
as underwriters or sub-underwriters in the distribution. 
When the scheme is unveiled, it is simply a sale of shares 
to Ciglen for the purpose of redistribution to the public. 

Even if form should be exalted over substance and the 
rule be deemed to have some application here, neverthe- 
less, as the rule plainly indicates, freedom from registra- 
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tion extends by the terms of the rule “only“so far as the 
stockholders of the corporation are concerned.”?” The 
rule was not intended to, and does not, provide any ex- 
emption for a subsequent distribution of the shares so 
received to the public.* If persons acting on behalf of 
the issuer or of persons controlling it participate in ar- 
ranging for a distribution to the public of stock so issued, 
they are underwriters within the meaning of the statute 
and their transactions are subject to the registration re- 
quirements of the Act. See S.E.C. v. Micro-Motisture Con- 
trols, Inc., 148 F. Supp. 558, 562 (S.D. N.Y. 1957), where 
it was held that Rule 133 has no application when the 
exchange of securities is but a step in the major activity 
of selling the stock. Were ‘this otherwise, a Commission 
rule intended to meet a limited corporate purpose could 
be used as a means of evading the statutory standards 
and the protections designed in the public interest for the 
protection of public investors.” 


17 Compare Section 2(3) of the Act, which defines the agree- 
ment between the issuer and an underwriter for the sale of the 
securities to the underwriter as not constituting a “sale” for the 
purposes of Section 5 (the registration provisions) of the Act, 
although this very agreement is the means by which he becomes 
a “purchaser” from the issuer so as to constitute him a statutory 
underwriter under Section 2(11). This provision was necessary 
in order to permit consummation of underwriting arrangements 
before the effective date or even before the filing of the registra- 
tion statement. See H. Rep. No. 83, 73d Cong., 1st Sess., p. 12; 
H. Rep. No. 1542, 83d Cong., 2d Sess., p. 20; S. Rep. No. 1036, 
83d Cong., 2d Sess., p. 12. 


18 Cf. Thompson Ross Securities Co., 6 §.E.C. 1111, 1118 (1940), 

where the Commission held that the exemption provided by Section 
3(a)(9) of the Securities Act, for exchanges of securities by the 
issuer with its existing security holders, does not “permanently 
exempt securities offered in a transaction of exchange,” pointing 
out: 
“The sale to the public of a large block of securities previously 
exempted from registration when they were exchanged for other 
securities possesses all the dangers attendant upon a new offering 
of securities to the public by the issuer.” 


19 Petitioner urges that the view of Rule 133 taken by the 
Commission in this case is inconsistent with the view expressed 
the preceding month in a letter by the then Chairman of the 
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Petitioner also argues that it was justified in relying 
upon the opinion of counsel that the securities in the De- 
positors and Pitt transactions were exempt under Rule 
133 (Br. 31-33). Such good faith reliance on counsel can- 
not affect the existence of a Section 5 violation and indeed, 
as we have noted, the interest of investors could have 
compelled the withdrawal of registration of petitioner’s 
shares on the exchange even if petitioner had not violated 
Section 5. That petitioner acted on advice of counsel 
might be a defense to an action for an injunction or to 
a criminal proceeding but it could not affect any civil 
liability flowing from the violation. Good faith reliance 
becomes important with respect to civil liability only if 
liability is attempted to be imposed for action taken in 
conformity with a rule subsequently amended, rescinded 
or held invalid,”° in which situation the reliance relates 
to the validity of the rule, not to whether the act was in 
conformity therewith. Cf. Greene v. Dietz, 247 F. 2d 689 
(C.A. 2, 1957). The scheme here to circumvent registra- 
tion was neither in conformity with the rule nor in good 
faith. 


Commission (Br. p. 29). But this letter merely shows a concern 
that illegal distributions of the character effected by petitioner 
were being made in purported reliance upon that rule. The para- 
graph preceding petitioner’s quotation reads: 

“It has been extremely disturbing for the Commission to 
encounter indications of widespread evasion of the anti-fraud 
provisions (Section 17) and evasions of the registration re- 
quirements (Section 5) of the Securities Act through reliance 
upon claimed exemptions or statutory constructions where the 
facts do not meet the statutory tests or the clear statutory 
intent.” 

And in the language quoted by petitioner the transactions re- 
ferred to were denominated “ostensibly exempt.” 


20 The last sentence of Section 19(a) of the Act provides: 

“No provision of this title imposing any liability shall apply 
to any act done or omitted in good faith in conformity with any 
rule or regulation of the Commission, notwithstanding that such 
rule or regulation may, after such act or omission, be amended 
or rescinded or be determined by judicial or other authority to be 
invalid for any reason.” 
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Petitioner contends that its failure to register its secur- 
ities prior to their distribution created no contingent lia- 
bility required to be disclosed in its financial statements 
filed pursuant to Section 13 of the Securities Exchange 
Act (Br. pp. 34-38). Section 12(1) of the Securities Act 
provides that “any person who—(1) offers or sells a secu- 
rity in violation of section 5... shall be liable to the per- 
son purchasing such security from him...” Since peti- 
tioner violated Section 5 of that Act, the foregoing lan- 
guage creates a contingent liability, which is defined as “a 
possible liability of presently determinable or indetermina- 
ble amount which arises from past circumstances or actions 
which may or may not become a legal obligation in the 
future, and which, if paid, gives rise to a loss or expense 
or an asset of doubtful value. The wncertamty as to 
whether there will be any legal obligation differentiates a 
contingent lability from an actual liability.” ?+ The Com- 
mission’s Regulation S-X (17 C.F.R. 210), promulgated 
under the Securities Act of 1933 and the Securities Ex- 
change Act of 1934, covering the form and content of 
financial statements, provides in Rule 3-19(g), 17 C.F.R. 
210.3-19(g¢) that there shall be contained in notes to a 
balance sheet: “A brief statement as to contingent liabil- 
ities not reflected in the balance sheet . . .” Contrary to 
the statement in footnote 32, p. 38, of petitioner’s brief, 
Regulation S-X, including Rule 3-19(g), is made specifi- 
cally applicable to reports filed pursuant to Section 13 of 
the Securities Exchange Act of 1934 on Forms 8-K and 
10-K. See Rule 1-01(3); 17 C.F.R. 210.01(3). 

Petitioner contends that there is no contingent liability 
because Section 12(1) imposes lability only in favor of 


21 Montgomery, Auditing, 8th Ed. 1957, p. 369, emphasis sup- 
plied. And see Kohler, A Dictionary for Accountants (2d Ed. 
1957) p. 120, where a contingent liability is defined as an “obli- 
gation, relating to a past transaction or other event, that may 
arise in consequence of a future event now deemed possible but 
not probable. If probable, the obligation is not contingent but 
real (ordinarily, a current liability) and recognition in the ac- 
counts is required .. .” 
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the person purchasing from the issuer and petitioner ar- 
gues that there would be no recovery because such per- 
sons were in pari delicto.* Whether the purchasers from 
the issuer as used in the statute are the ultimate pur- 
chasers in the distribution through mesne conveyances or 
whether each defendant may bring in his predecessor in 
the chain of title, as Professor Loss suggests,” there is 
certainly a possibility of liability by the petitioner, which, 
as we have seen, is sufficient to constitute a contingent 
liability. Petitioner’s argument, which is to the effect that 
successful prosecution of an action against it is unlikely, 
might be appropriate where the question is what type of 
‘disclosure is necessary, 2.e., whether provision should be 
made in the accounts or whether footnote disclosure is 
sufficient.** Here, however, the question is the existence 
of the contingent liability, and that question is premised 
solely upon the possibility, not the probability, that an ac- 
tion against petitioner would be successful. 


Ji. The Commission’s Findings Are Supported By Sub- 
stantial Evidence. 


In arguing that the Commission’s findings are not sup- 
ported by substantial evidence, petitioner’s brief (pp. 33- 
40, 52-54, 63-65) confuses the Commission with its prose- 
cutory staff and appears to urge (1) that all statements 


- 22 Petitioner also points out that the Commission’s notice of 
hearing did not specify as false or misleading petitioner’s failure 
to make reference to the Section 12(1) liability (Br. p. 34) but 
the Commission did charge the Section 5 violation and, as peti- 
tioner agrees, the contingent liability is merely a legal conse- 
quence thereof. Compare also petitioner’s approval of the state- 
ment that the statute is “remedial rather than penal” and that 
therefore a proceeding thereunder “need not be instituted by 
formal charges.” (Br. p. 12) 


23 See Loss, Securities Regulation (1951) p. 991: 
_ “. ,.. each defendant can bring in his predecessor in the chain 
‘of distribution as the third-party defendant under the Federal 
Rules of Civil Procedure.” 


24 See footnote 21, supra. 
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of the latter must be supported by substantial evidence, 
and (2) that by reason of the Commission’s dual functions 
as “advocate and judge” it was required “to avoid the 
appearance of bias” in some manner affecting ‘the burden 
of proof. 

In a proceeding of a prosecutory nature such as this, 
counsel representing the staff of the Commission’s Divi- 
sion of Corporation Finance, which has the duty of sup- 
‘porting the charges, has no greater or other rights in the 
absence of waiver than counsel for the respondent, and 
-throughout the course of the proceeding the Commission in 
connection with its adjudicatory function carefully avoids 
contact with the staff of the Division. In this case, how- 
ever, after several months of hard-fought litigation in pro- 
ceedings before the Commission’s hearing examiner, peti- 
tioner and Kroy changed their tactics, apparently recog- 
nizing the strength of the case against them which the 
Division had already presented. Their counsel announced 
that in an effort to “merit the approval and confidence of 
the Commission and its Staff” which might result in a 
hoped-for restoration of trading of their stocks on the 
Exchange, petitioner and Kroy would revise their filings 
with the Commission “as to the oil reserves in accordance 
with the estimates of SEC Engineer White,” would waive 
their right to a report of the hearing examiner and would 
make available books and records of the companies and 
would produce such of their officers and directors as the 
staff might desire to question. (R. 2751-2752.) Thereafter 
the submission of proposed findings and briefs was also 
waived. 

Since petitioner had thus determined that it preferred 
prompt Commission action to an intermediate report of 
the hearing examiner, who presided at the reception of 
the evidence, to the separation of functions between the 
Commission and its staff, and to the filing of proposed 
findings and briefs, these procedural steps, which would 
otherwise have been followed, were omitted, But because 
the Commission under these circumstances permitted the 
staff of its Division of Corporation Finance to assist it in 
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drafting its opinion, the burden of proof certainly did not 
become greater, and there is no merit in petitioner’s at- 
tempt to imply the contrary by stating that the Commis- 
sion “was investigator, advocate and judge, a fact cast- 
ing upon it special responsibilities to respondent which 
ordinarily do not devolve upon administrative agencies” 
(Br. 39). Nor do these circumstances permit the Com- 
mission’s opinion to be equated to the summation by coun- 
sel for the Division, as is attempted in petitioner’s brief 
(pp. 38-39, 52-54, 65-68). 

Petitioner in effect “threw in the sponge” with the hope 
that this might induce the Commission to refrain from 
withdrawing the registration of its stock. Thereafter, in 
compliance with the petitioner’s expressed desire to 
shorten the time and expense of the hearing, counsel for 
the Division did not put in the record all the evidence that 
they otherwise might have introduced. Because of coun- 
sel’s statement that the filings would be revised as to the 
oil reserves in accordance with the estimates of the Com- 
mission’s expert, counsel for the Division discontinued 
their cross-examination of respondent’s experts and the 
presentation of further oil testimony (R. 2753). We do 
not ask this Court to ascribe weight to this non-elicited 
testimony. On the other hand we submit that petitioner 
cannot properly contend that the weight to be accorded 
concessions made on cross-examination by its experts as to 
the proper method of estimating the oil reserves “is a 
matter of conjecture” merely because petitioner in order 
“to shorten the hearings and to save expense,” offered no 
rebuttal testimony (Br. p. 60). In this connection it 
should be noted that, despite counsel’s formal statement 
that he did not concede “that there was anything false or 
misleading in the oil reports previously filed” (R. 2751), 
petitioner’s undertaking to file reports reflecting the esti- 
mates of the Commission’s expert would appear to be such 
@ concession, since the company could not as a matter of 
law agree to file any report that was false. 

When the Commission found that withdrawal of peti- 
tioner’s stock was required in the public interest, peti- 
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tioner of course had the right again to reverse its tactics 
and to seek review of the Commission’s determination. 
But we submit that petitioner cannot legitimately com- 
plain on such review either that the Commission’s rela- 
tions with the staff of the Division of Corporation Finance 
were somewhat different from the usual case or that the 
testimony adduced by the staff is to be accorded less 
weight than if the hearing had continued on an adversary 
basis. 

We agree that the staff had the burden of proof. That 
burden was met, however, when it proved ‘that the secur- 
ities were distributed without registration.» The burden 
of going forward then shifted to the petitioner, ie. to 
prove that registration was not required—a burden peti- 


‘tioner woefully failed to sustain. 


The Findings That Statements of Reserves In Reports 
Filed With the Commission Were False. 


All of the Commission’s findings with respect to the oil 
reserves were fully supported by the testimony of its ex- 
pert, White, a geologist of nearly 40 years standing, who 
testified at considerable length as to all of the elements 
entering into his estimates (R. 1149-1211; R. 1403-1453). 
Petitioner does not contend that White’s testimony does 


‘not support the Commission’s findings but complains that 


the Commission believed White rather than petitioner’s ex- 
perts. Petitioner does not in any event challenge certain 
of the Commission’s findings of misstatements with re- 
spect to the oil reserves and an examination of the record 


25 Fdwards v. U.S., 312 U.S. 473, 482-483 (1941). 


26 N.L.R.B. Vv. Somerset Shoe Company, 111 F. 2d 681, 687 (C.A. 
1 1940); Law v. N.L.R.B., 192 F. 2d 236, 238 (C.A. 19 1951). 
In the latter case the court said: “When the General Counsel 
established a prima facie case, while the burden of proof did not 
shift to the petitioners, it was incumbent upon them to introduce 
evidence of the reasons for the discharges, with respect to which 
they had greater means of knowledge, or assume the risk of an 
adverse finding.” 
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shows that as to other of the Commission’s findings cer- 
tain of petitioner’s own experts agreed with White. 

Petitioner does not question the impropriety of ‘the 
Statement in its Form 8-K for December 1955 that the 
“Depositors” properties contained “anproved reserves” of 
93,000,000 barrels of oil and 238,500,000 MCF of natural 
gas. These figures were prominently displayed in the 
selling literature of the boiler rooms (See p. 42, wfra). 
As noted by White, “it would be pretty difficult to describe 
quantitative amounts to a reservoir that hasn’t been dis- 
covered” (R. 1157). 

As to the estimates of proved reserves ascribed to the 
“Depositors” properties, White testified that of the five 
fields involved, three appeared to have approximately the 
amount of reserves ascribed to them in the reports of 
petitioner’s expert, Dooley, which had been filed with the 
Commission as an exhibit to the petitioner’s 8-K report 
of December 1955. As to the other two fields, however, 
‘on the basis of information filed by Dooley and on the 


basis of actual and “allowable” production *’ figures ob- 
tained by his own investigation, White’s estimates were 
substantially lower than Dooley’s estimates. In one of 
these, the New Castle-Short Junction field, the Dooley re- 
port estimated proved oil reserves, developed and unde- 
veloped, of 5,875,000 barrels. White testified that there 
were approximately 1,407,000 barrels (R. 1168).* Pollard, 


27 “Allowable production” refers to that amount of oil or gas 
‘which the government will permit the owners to pump from a 
well despite its actual capacity. When a well is producing less 
than its “allowable,” it is producing unrestrictedly and natural 
decline factors will become apparent (R. 1164, 1191-1192). 


28 The difference apparently results from the fact that Dooley 
used the “volumetric method”, whereas White relied to a great 
extent upon the “declining curve method.” Sproule, one of peti- 
tioner’s experts, agreed with White that the “declining curve 
method was known to be much more accurate for reserve esti- 
' mates that a volumetric analysis.” He indicated that a volumetric 
analysis was appropriate only when “the field is undeveloped” (R. 
679). It is clear that the Newcastle-Short Junction Field did not 
fit that category (R. 1857, 1889, 2003). 











another of petitioner’s experts, estimated this field as 
having 1,458,000 barrels (R. 2535). In the other of these 
fields, the Evansville field, the Dooley report showed an 
estimate of 2,200,000 barrels of proved reserves, developed 
and undeveloped. White testified that this estimate was 
almost “entirely unjustified” (R. 1158). Pollard testified 
that he estimated the reserves in the Evansville field at 
42,000 barrels (R. 2535)—a figure even lower than the 
Commission’s finding of 70,000 barrels (Op. 15; R. 5525). 
Stroud, another of petitioner’s experts, testified only with 
respect to reserves in the North Hoover and East Brady 
fields (R. 2632), where the Dooley estimate was not chal- 
lenged by White or in the Commission’s findings. In view 
of these facts there is no basis whatsoever for the state- 
ment in petitioner’s brief (p. 59) that Pollard and Stroud 
“gave substantially unchallenged testimony supporting 
Dooley.” ”® Indeed, Dooley himself testified as to his re- 
port (R. 1086): 


“Tf I had known it would have been filed with the 
Securities and Exchange Commission, I would have 
written another report.” 

The properties involved in the Pitt transaction, White 
testified, contained not more than 625,000 barrels of proved 
reserves, developed and undeveloped (R. 1410), in contrast 
to the estimate in the petitioner’s 8-K report for Decem- 
ber 1955 of over 1,400,000 barrels. Petitioner’s report was 
based on a rough estimate of its geologist, Sproule, which 
Sproule testified was unsuitable as a basis for any public 
filing (R. 656-658). When asked whether he had been told 
when he prepared the report that it was intended to be 
filed with the Commission as an exhibit Sproule stated 
(R. 657): 





29 Pollard’s overall estimates with respect to the proven reserves, 
developed and undeveloped, in the Depositors properties was 4,- 
232,600 barrels as contrasted with 9,470,000 barrels Dooley esti- 
mated and 2,870,000 barrels found by the Commission. The differ- 
ence between Pollard’s figure and that of the Commission results, 
for the most part, from the fact that he found greater reserves 
in the three fields where the Commission did not challenge 
Dooley. 


32 


“No, certainly not. We would never have let a letter 
like that go rf the Securities Commission or any other 
Commission.” 
After a more careful examination, Sproule estimated re- 
serves for these properties at only 310,000 barrels (R. 
1716-1718). 


The Over-all Scheme 


In its opinion the Commission stated: “The evidence 
shows that the exchanges of stock for properties were 
part of an over-all scheme engineered by Ciglen to effect 
the illegal distribution of such stock [petitioner’s and 
Kroy’s shares] in this country without registration.” As 
noted earlier, even in the absence of any over-all scheme 
there was ample ground for the Commission to withdraw 
the registration on the Exchange of petitioner’s securities. 
The evidence makes clear, however, that it was not mere 
coincidence that the mis-statements in the reports filed 
with the Exchange provided a “sales pitch” for the un- 
registered stock sold through the boiler rooms. Petitioner 
apparently takes the position that it was reversible error 
for the Commission to have referred to “an over-all scheme 
engineered by Ciglen,” no matter how reasonable an infer- 
ence could be drawn from the facts on the record that 
such scheme existed, unless the Commission could dis- 
prove every other hypothesis, no matter how unreasonable 
—a manifest impossibility in view of the fact that Ciglen, 
who was in control of petitioner and his associate Black, 
who assisted him, remained in Canada during the proceed- 
ing and could not be subpoenaed by the Commission. 

- The Commission’s finding of an over all-scheme was 
based essentially on the subsidiary findings: 


(1) that Ciglen controlled both petitioner and Kroy 
(Op. 4; R. 5514) ; 

(2) that Ciglen and Black, who worked closely with Cig- 
len, controlled Torny (Op. 13; R. 5523) ; 
(3) that 645,450 shares of petitioner’s stock, of which 
Torny was the underwriter, were sold to the public 
through a New York boiler room during the period No- 
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vember 1955 through January 1956 without registration 
under the Securities Act (Op. 12; R. 5522); 

(4) that 1,690,000 shares of petitioner’s stock in con- 
nection with the Depositors transaction were sold to the 
public in New York through the same and ‘three addi- 
tional boiler rooms during the period February through 
May 1956 without registration (Op. 7; R. 5517); 

(5) that Jordan, who sold the Depositors oil properties, 
wanted and received cash; that at Ciglen’s instruction he 
utilized a dummy corporation and issued 1,750,000 shares 
of its stock in the names of thirty of his nominees who 
gave notes therefor but were indemnified against liability 
thereon by Jordan (Op. 5; R. 5515) ; 

(6)\ that these shares were delivered to Ciglen, who 
turned them over to thirty-three residents of Canada, who 
in turn authorized in identical letters the sale thereof 
through the boiler rooms, and that certain of the checks 
payable to these Canadians were endorsed over to Ciglen 
or his law firm (Op. 6-7; R. 5516-5517) ; 

(7) that, while this stock was being sold over-the- 
counter in New York, Torny was making large purchases 
on the Exchange (Op. 7; R. 5517) ; 

(8) that an underwriting profit of about $5,000,000 was 
made on the Depositors transaction (Op. 8; R. 5518) ; 

(9) that concurrently with the distribution of petition- 
er’s stock issued in connection with the Depositors trans- 
action, 500,000 shares of its stock issued in connection with 
the acquisition by petitioner of the Pitt oil properties were 
distributed through the same brokerage houses and by the 
use of almost identical vendors’ letters (Op. 8; R. 5518) ; 

(10) that shortly thereafter 1,500,000 shares of peti- 
tioner’s affiliate, Kroy, were distributed to the public over- 
the-counter in New York without registration through the 
same boiler rooms; that these shares were also issued 0s- 
tensibly in exchange for properties in a transaction in 
which the owners of the properties actually wanted and 
received cash, that in this transaction similar vendors’ 
letters were used as in the Depositors and Pitt trans- 
actions, some having been prepared on the same type- 


34 


writer which were used in those transactions, and one 
having been signed by a clerk in Ciglen’s office, and a 
substantial amount from the proceeds of these sales were 
represented by checks endorsed to Ciglen’s law firm or to 
his personal account (Op. 8-9; R. 5518-5519) ; 

(11) that while the sales of petitioner’s securities were 
being sold to the public, petitioner had on file with the 
Exchange and with this Commission the misleading state- 
ments respecting its reserves and other matters previ- 
ously detailed, many of which were used in the sales liter- 
ature; similar misleading statements were filed by Kroy 
with respect to its oil reserves (Op. 6, 9-10; R. 5516, 5519- 
5520). 

Many of these findings petitioner does not challenge. 


(1) Control of Petitioner and Kroy by Ciglen 


_ Petitioner does not challenge the Commission’s findings 
in this regard. A registration statement and prospectus 
filed with the Commission on July 29, 1952 recites that 
“Mr. Samuel Ciglen may be considered a parent and a 


person in control under the Securities Act of 1933.” 


(2) Control of Torny by Ciglen and Black 


Petitioner does challenge the Commission’s finding that 
Ciglen and his associate, Black, controlled Torny, the un- 
derwriting firm which occupies the office next to peti- 
‘tioner (R. 2771). 

An accountant Sidney A. Chalu who was in frequent 
-eontact with Ciglen and Black flatly testified that Torny 
“was owned by Ciglen and Black” (R. 254) and his testi- 
mony was in no way challenged. Petitioner concedes that 
Chalu was “undeniably well acquainted with Ciglen” (Br. 
p. 51). Chalu attended meetings of petitioner’s board of 
directors at which either Ciglen or Black or both were 

present (R. 4473, 4496, 4500, 4514) and, indeed, at the 
meeting of April 25, 1955, Chalu was appointed Executive 
Vice President and Controller at the same time that Black 


30Form § 1 file 2-9782—1, p. 28. 











was appointed Assistant Treasurer (R. 4884-4885). Chalu 
was also instrumental in bringing Jordan to Ciglen and 
Black. Chalu introduced Jordan to them in Torny’s of- 
fice (R. 79-80). 

Although petitioner claims that four other individuals 
“had personal knowledge of Ciglen’s actual relationship 
with Torny . . . all of whom affirmatively stated that Cig- 
len was Torny’s solicitor and nothing more” (Br. pp. 50, 
52), he cites no reference except to the testimony of 
Schwebel. Schwebel testified not of his own knowledge 
but on the basis that Ciglen had told him he was only 
counsel to Torny. If Schwebel had known that Ciglen 
controlled Torny certain of his own activities would have 
been more questionable.** With respect to the other wit- 
nesses named by petitioner, Symons, Vogan and Buchanan, 
each testified that they did not know what Ciglen’s con- 
nections were with Torny (R. 2774, 2838-2839, 2906). 
Symons said (R. 2839) : 

“T believe he is solicitor. I am only guessing there, 
I don’t know what connection he has.” 
Vogan did testify that Ciglen had told him he had no 
connection with Torny but this was after these proceed- 
ings had begun (R. 2774). Buchanan categorically denied 
that he knew who was associated with Torny (R. 2906). 

With respect to Black, in addition to Chalu’s testimony, 
one Greenfield, a registered representative of a New York 
brokerage firm, testified that Black opened an account for 
Torny with his firm, that he received a resolution from 
Torny in which Black is named as general manager (R. 
352-355, R. 3477-3478) and that Black placed orders to 
purchase petitioner’s stock for Torny (R. 354). The rec- 
ord further discloses that petitioner had sold 70,000 shares 
of its stock to Torny, receiving in return Torny’s notes, 
and thereafter on September 20, 1956 petitioner returned 
the notes to Torny in consideration of receiving a mort- 





31 As a result of Schwebel’s activities in this case, the Com- 
mission has instituted proceedings against him to disqualify him 
from further practice before it. See Schwebel v. S.E.C., 
D.C. —— No. 14103 (Jan. 30, 1958). 
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gage held by Ciglen and Black, without even the formality 
of an assignment from Ciglen and Black to Torny. 


(3) The Torny underwriting 


It is undisputed that of the 500,000 shares under- 
written by Torny in August 1955 and 200,000 shares Torny 
had previously underwritten, 645,450 shares were ‘sold in 
this country without registration from November 1955 
through January 1956 by M. J. Shuck & Company, which 
operated one of the boiler rooms to which reference has 
heretofore been made. We submit that this alone, in the 
absence of testimony to the contrary, supports a legiti- 
mate inference that the stock was intended to be sold in 
this country and that the Commission properly found that 
petitioner’s reports were false in stating the contrary with 
respect to the 500,000 shares underwritten in August 1955. 
It should be noted, moreover, that Shuck received all of 
the stock from three Canadian corporations, Albontec 
Development Co., Ltd., for which Ciglen’s nephew kept 


the books (R. 2850-2851), Ontario Cobalt Mines, Lid., 
whose office adjoins the offices of petitioner and Torny 
(R. 2771-2772) and Candore Trading Corporation, Ltd., 
which has its office in the same building (R. 4169). The 
arrangements for these three corporations to sell to Shuck 
& Co. were made through Schwebel, petitioner’s American 
counsel (R. 4163-4173). 


{4) The Depositors Transaction—sales without registration. 


Petitioner does not challenge the finding that 1,690,000 
shares issued in the Depositors transaction were sold to 
the public in this country without registration during the 
period February through May 1956. For typical sales 
literature used during this period see page 42 infra. 


(5) The Depositors’ transaction—the agreement with 
Jordan. 


Petitioner argues (Br. p. 41) that the only evidence that 


there was an agreement that Jordan was to receive cash 
rather than stock is Jordan’s testimony that prior to 
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November 15, 1955, he and his brother “ ... were asking 
and received in the neighborhood of $2 million, (sic), for 
the properties and ‘some stock in the company.” Petitioner 
quotes testimony of Jordan at R. 84 to the effect that no 
specific figures had been agreed upon but this testimony 
related to a proposal by Jordan some months earlier to 
sell the properties not to petitioner but to an apparently 
unrelated company, Unexcelled Chemical Corporation. 
Jordan’s testimony at R. 92, to which petitioner adverts, 
that Jordan did not “conclude the deal with Mr. Ciglen 
and Mr. Black” when he met them in November, pre- 
sumably referred to the formal signing of papers, since 
he said at that point that a figure of around two million 
dollars in cash had been arrived at and he subsequently 


testified at R. 102: 


“A. No, I think the price was more or less agreed on 
when they came down to Oklahoma City. 
Q. That was in December? 
A. No. That was in November. 
Q. That was prior to the November 15 letter. 
A. I would say so, yes, it was.” 

In discussing the use of Depositors, Jordan’s dummy 
corporation, and the further use of fictitious stockholders 
in order to simulate a transaction falling within Rule 133, 
petitioner suggests that the purpose of acquiring a large 
number of stockholders was to aid Jordan in meeting the 
requirements of the Ontario Securities Commission when 
Jordan was contemplating forming a Canadian Company. 
Petitioner urges that the plan for obtaining a large 
number of stockholders suggested by Ciglen was merely 
to aid Jordan in forming a Canadian corporation 
and implies it was unrelated 'to the arrangement even- 
tually made between Ciglen and Jordan (Br. p. 43). How- 
ever, Jordan testified that Ciglen advised him against 
forming a Canadian corporation for various reasons and 
indicated that he might be able to work out a deal with 
him (R. 81). After Jordan abandoned the idea of form- 
ing a Canadian company Ciglen advised him to acquire 
additional stockholders, Jordan testified that Ciglen’s 
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suggestion was part of the preliminary negotiations (R. 
113). Acting on Ciglen’s advice, Jordan proceeded to get 
30 persons to become nominal stockholders by agreeing 
to indemnify them against loss in connection with notes 
they executed for their stock (R. 107-108). There would 
appear to have been no purpose for this entire arrange- 
ment except to make it appear that Depositors was a real 
corporation capable of effecting a transaction within the 
purview of Rule 133. 

Petitioner points out in its brief (p. 44) that Jordan 
had obtained some sort of writing from Depositors’ al- 
léged stockholders authorizing Ciglen to sell for them 
and urges that since the authorization was not in the 
record and it had not been established when it was given, 
there was no proof the plan ‘to resell was conceived prior 
to the closing. Since the alleged authorization was in 
‘Ciglen’s possession in Canada, it was not available to 
the Commission’s subpoena. Petitioner did not produce it. 
It is abundantly clear, however, that Ciglen had assured 
Jordan at the time the deal was closed that he had made 
arrangements satisfactory to Jordan that the two million 
dollars in cash would be forthcoming. Jordan testified 
(R. 167-168) : 

“Hearing Examiner: You know (sic) in advance of the 
consummation of the deal that that stock would be 
sold, is that right? 

The Witness: It was immaterial to me, sir, whether 
the stock was sold or not. At that time, at the time 
of the consummation of the deal, I was assured by 
Mr. Ciglen that we would get the 2 million dollars for 
the properties. 

Hearing Examiner: You didn’t care whether he sold 
it or not, as long as you got ‘the 2 million? 

The Witness: J didn’t care, no, sir. Whether he sold 
it for 10 cents#°dollars, it didn’t matter to me.” 

Petitioner urges (Br. pp. 44-45) that there was nothing 
“sinister” about Depositors’ stockholders consenting to a 
“constructive delivery” to Ciglen as their trustee, once 
they had decided to sell for their account the shares to 
which they were entitled. But it is clear from the just- 
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quoted testimony of Jordan that ‘the stock was never in- 
tended for delivery to Depositors’ stockholders. And see 
R. 121 where Jordan testified : 


“It was understood between myself and Mr. Ciglen 
that he would hold the stock that was to be trans- 
ferred from Depositors Mutual to Great Sweet Gas 
[sic], or exchanged, in trust for me in Canada; that 
either himself—I don’t know—maybe the Great Sweet 
Grass, or some other source, he might borrow the 
money to make the payment, which was done.” 

(6) The Depositors transaction—the Canadian vendors. 


Petitioner does not challenge the fact that the thirty- 
three Canadian residents through whom petitioner’s stock 
was distributed sent their vendors’ letters to the boiler 
rooms within a few weeks of each other (R. 3501-3550; 
3595-3655; 3884-3900) and that a number of checks re- 
ceived by them for the sales from the boiler rooms were 
endorsed over to the Ciglen law firm trust account (R. 
3863-3866, 3869-3870). 


Each of the letters, moreover, states that the individual ~ 


vendor acquired his shares “from minority stockholders 
of an Oklahoma corporation which effected the pro rata 
distribution of shares of Great Sweet Grass Oils Limited 
to its shareholders ...” (R. 3501-3550, 3595-3655). At 
least five of these letters were prepared on the same type- 
writer (R. 866), presumably in Ciglen’s office. Petitioner 
states (Br. p. 46) that these facts are consistent with a 
hypothesis of innocence. We submit, however, that con- 
sidered in connection with the other facts of record the 
identity in form and language of these letters constitutes 
an additional item of circumstantial evidence as to Cig- 
len’s over-all plan to dispose of the stock. 


(7) Torny’s purchases on the Exchange. 


Petitioner does not dispute that large purchases of 
petitioner’s stock for Torny were made on the Exchange 
during the period the boiler rooms were selling petitioner’s 
stock over-the-counter. The record indicates that the pur- 
chases totalled in excess of $1,000,000 (R. 3474, 3478-3497). 
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(8) The Depositors transaction—the underwriting profit of 
$5,000,000. 


Petitioner nowhere disputes the Commission’s finding 
that an underwriting profit of about $5,000,000 was made 
on the stock issued in connection with the Depositors 
transaction. 


(9) The Pitt transaction. 


Petitioner does not dispute the facts that, concurrently 
with the distribution of the stock issued in connection with 
the Depositors transaction, 500,000 shares of its stock 
issued in connection with petitioner’s acquisition of the 
Pitt oil properties were distributed through two of the 
same boiler rooms. Indeed, he concedes (Br. p. 48) that 
“when the operations of the New York broker-dealers 
were at their height most of these shares found their way 
into the New York market.” 

On November 26, 1955 petitioner entered into an agree- 
ment with Pitt for the purchase of properties in Mani- 
toba, purportedly in exchange for 500,000 shares of peti- 
tioner’s stock (R. 4203-4204). The exchange was effected 
on December 9, 1955 and petitioner directed its transfer 
agent to issue its stock in the names of Pitt’s stockholders 
‘(R. 5048-5050). Despite the fact that there were pre- 
‘sumably 20 stockholders of Pitt, the record shows that two 
of Pitt’s officers and directors sent 200,000 of the shares 
to the boiler rooms for sale by letters dated January 31, 
1956 and that the remaining 300,000 shares were sent to 
the boiler rooms by four other individuals, the last letter 
being dated February 15, 1956. These vendors’ letters 
were in form identical to the letters in the Depositors 
transaction (compare R, 3551-3593 and R. 3667-3668 with 
R. 3501-3550). 

Pertinent in this connection is the Dorothy Zifkin trans- 
action referred to in petitioner’s brief (pp. 52, 53). On 
April 12, 1956 Torny owed $337,980.75 to one Emanuel 
Koerner, a New York broker, for the purchase of some 
60,000 shares of petitioner’s stock on the American Stock 
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Exchange and Koerner was pressing Morris Black for 
payment. On April 13, 1956 one of the “boiler rooms” 
owed Miss Zifkin, a Canadian vendor, $483,841 for the 
sale of 100,000 shares of petitioner’s stock issued in the 
Pitt transaction. Miss Zifkin and one Gerstel caused the 
check from the boiler room to be deposited in the Bank 
of America to the credit of a Swiss bank and out of this 
sum procured a cashier’s check in favor of Koerner’s 
clearing agent in the exact amount of $337,980.75 due to 
Koerner from Black, and this check was on the same day 
delivered by Black to Koerner (R. 339-346; 1260-1272; 
1345-1351; 3989-3992). Despite the devious means em- 
ployed, this transaction illustrates both the direct connec- 
tion between Torny’s purchases and the boiler room 
sales, and Black’s ability to divert to his own use the 
proceeds of such boiler room sales. 


(10) The Kroy “Coronet” transaction. 


Petitioner does not challenge any of the findings the 
Commission made with respect to petitioner’s affiliate 
Kroy, summarized at pp. 33-34 supra. That the intricate 
pattern followed by Kroy in the Coronet transaction and 
the mechanics utilized therein were substantially identical 
to those in the Depositors transaction is of course ‘strong 
evidence of an over-all plan. In this transaction checks 
for proceeds in excess of half a million dollars were en- 
dorsed directly to Ciglen or his law firm (R. 3871-3877; 
4013-4027). 


(11) The misleading filings and the flamboyant sales 
literature. 


We have previously set forth the evidentiary bases for 
the Commission’s findings that the material set forth in 
the public filings was misleading. That these same mis- 
statements were utilized in the literature sent out to in- 
vestors by the boiler rooms is illustrated by ‘the following 
excerpts from a typical brochure distributed by one of the 
boiler rooms (R. 4303-4306) : 
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““A Remarkable Opportunity 
For a BIG Profit . . . and a FAST Profit ... BUY 


Great Sweet Grass Oils Limited 


A DYNAMIC COMPANY WITH THE POWERFUL 
POTENTIAL OF FINANCIAL GAINS. 


Listed: American Stock Exchange 
Toronto Stock Exchange 


Price: Approximately $5.50 per share 


Why Is 
Great Sweet Grass Here are some recent developments 
A Good Buy? of IMPORTANT interest: 


(1) The acquisition of 9,104 acres of substantial oil and 
gas lands in Oklahoma which includes 38 producing 
wells with estimated proven reserves of 8,270,000 
barrels of oil, plus and estimated 18,167,000 Cf. 
of proven natural gas reserves. Additional un- 
proven reserves are estimated at 93,600,000 bar- 
rels of oil and 238,500,000,000 ef. of natural gas. 
Present income on these properties is $40,000.00 
per month with unlimited potential due to proven 
drilling sites. The company is now engaged in a 
very active drilling program on this property. 


“Summary . . . The recent substantial increase 

in the company’s physical assets has, 

Recommendation i2 our opinion, added tremendous at- 
traction to the market prospects for 

the shares of GREAT SWEET 

GRASS OILS, Ltd. We feel these attractions have 
searcely begun to be represented in the price of this stock. 
GREAT SWEET GRASS OILS Ltd. has exceptional 
growth potentials plus aggressive and qualified manage- 
ment. If you consider ALL these faffgors, you will see 
why GREAT SWEET GRASS is being acclaimed by 
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independent financial advisory services as the “STOCK 
OF THE YEAR” and the “COMPANY OF DESTINY.” 
We strongly advise its IMMEDIATE purchase at present 


levels.” 


Conclusion 


For the foregoing reasons the order of the Commission 
should be affirmed. 


Respectfully submitted, 
THOMAS G. MEEKER, 


General Counsel 


DAVID FERBER, 
Assistant General Counsel 


IRVING SCHILLER, 
Attorney 


PACE REICH, 
Attorney 
Securities and Exchange Commission 
Washington 25, D. C. 


Dated: March 1958 
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APPENDIX 


Relevant Statutory Provisions 


Pamphlet copies of the Securities Act of 1933, 15 U.S.C. 
§ 77 et seq., 48 Stat. 74, as amended, and of the Securities 
Exchange Act of 1934, 15 U.S.C. § 78 et seq., 48 Stat. 881, 
. as amended, will be ‘supplied at oral argument. 
Section 19(a)(2) of the Securities Exchange Act of 
1934, is set forth at p. 9 hereof; other relevant provisions 
of the Securities Exchange Act of 1934 are: 


Sec. 2. For the reasons hereinafter enumerated, 
transactions in securities as commonly conducted upon 
securities exchanges and over-the-counter markets are 
affected with a national public interest which makes 
it necessary to provide for regulation and control 
of such transactions and of practices and matters 
related thereto, including transactions by officers, 
directors, and principal security holders, to require 
appropriate reports, and to impose requirements nec- 
essary to make such regulation and control reason- 


ably complete and effective, in order to protect inter- 
state commerce, the national credit, the Federal tax- 
ing power, to protect and make more effective the 
national banking system and Federal Reserve Sys- 
tem, and to insure the maintenance of fair and honest 
markets in such transactions: 


Sec. 13. (a) Every issuer of a security registered 
on a national securities exchange shall file the in- 
formation, documents, and reports below specified 
with the exchange (and shall file with the Commis- 
sion such duplicate originals thereof as the Com- 
mission may require), in accordance with such rules 
and regulations as the Commission may prescribe 
as necessary or appropriate for the proper protection 
of investors and to insure fair dealing in the se- 
eurity— 

(1) Such information and documents as the 
Commission may require to keep reasonably cur- 
rent the information and documents filed pur- 
suant to section 12 
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(2) Such annual reports, certified if required 
by the rules and regulations of the Commission 
by independent public accountants, and such 
quarterly reports, as the Commission may pre- 
scribe. 

(b) The Commission may prescribe, in regard to 
reports made pursuant to this title, the form or 
forms in which the required information ‘shall be set 
forth, the items or details to be shown in the balance 
sheet and the earning statement, and the methods to 
be followed in the preparation of reports, in the 
appraisal or valuation of assets and liabilities, in 
the determination of depreciation and depletion, in 
the differentiation of recurring and nonrecurring fe 
come, in the differentiation of investment and operat- 
ing income, and in the preparation, where the Com- 
mission deems it necessary or desirable, of separate 
and/or consolidated balance sheets or income ac- 
counts of any person directly or indirectly controlling 
or controlled by the issuer, or any person under di- 
rect or indirect common control with. the issuer; 


The relevant provisions of the Securities Act of 1933 


Sec. 2. When used in this ae unless the context 
otherwise requires— 
* a e & 2 
(11) The term “underwriter” means any per- 
son who has purchased from an issuer with a 
view to, or offers or sells for an issuer in con- 
nection with, the distribution of any ‘security, 
or participates or has a direct or indirect partici- 
pation in any such undertaking, or participates 
or has a participation in the direct or indirect 
underwriting of any such undertaking; but such 
term shall not include a person whose interest 
is limited to a commission from an underwriter 
or dealer not in excess of the usual and custo- 
mary distributors’ or ‘sellers’ commission. As 
used in this paragraph the term “issuer” shall 
include, in addition to an issuer, any person di- 
rectly or indirectly controlling or controlled’ by 
the issuer, or any person under direct or in- 
direct common control with the issuer. 


° e * ¢ 
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Sec. 5. (a) Unless a registration statement is in 
effect as to a security, it shall be unlawful for any 
person, directly or indirectly— 

(1) to make use of any means or instruments 
of transportation or communication in interstate 
ecommerce or of the mails to sell such security 
through the use or medium of any prospectus 
or otherwise; or 

(2) to carry or cause to be carried through the 
mails or in interstate commerce, by any means 
or instruments of transportation, any such se- 
curity for the purpose of sale or for delivery 
after sale. 


(b) It shall be unlawful for any person, directly 
or indirectly— 

(1) to make use of any means or instruments 
of transportation or communication in inter- 
state commerce or of the mails to carry or 
transmit any prospectus relating to any security 
with respect to which a registration statement 
has been filed under this title, unless such 
prospectus meets the requirements of section 10; 
or 

(2) to carry or to cause to be carried through 
the mails or in interstate commerce any such 
security for the purpose of sale or for delivery 
after sale, unless accompanied or preceded by 
a prospectus that meets the requirements of sub- 
section (a) of section 10. 


(c) It shall be unlawful for any person, directly 
or indirectly, to make use of any means or instru- 
ments of transportation or communication in inter- 
state commerce or of the mails to offer to sell or 
offer to buy through the use or medium of any 
prospectus or otherwise any security, unless a regis- 
tration statement has been filed as to such security, 
or while the registration statement is the subject of 
a refusal order or stop order or (prior to the effec- 
tive date of the registration statement) any public 
proceeding or examination under section 8. 








Nee, be Une 





“Sec. 12. Any person who— 
(1) offers or sells a security in violation of 


section 5 
s & e 
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shall be liable to the person purchasing such 
security from him, who may sue either at law 
or in equity in any court of competent jurisdic- 
‘tion, ‘to recover the consideration paid for such 
security with interest thereon, less the amount 
of any income received thereon, upon the tender 
of such security, or for damages if he no longer 
owns the security. 
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In THE 


United States Court of Appeals 


FOR THE DISTRICT OF COLUMBIA 


No. 13921 


Great Sweet Grass Ors, Liurren, 
Petitioner, 
v. 


Securities anp ExcHance Comission, 
Respondent. 


REPLY BRIEF FOR PETITIONER 


Replying to Respondent’s Point I 


Respondent’s order frustrated the spirit and purpose 
of the Exchange Act. In directing unqualified with- 
drawal of petitioner’s securities respondent failed to 
discharge its duty to petitioner’s securityholders and 
to future investors. Respondent’s findings are in- 
adequate under the Supreme Court’s ruling in 
Schaffer Transportation Company v. United States, 
355 U. S. 83, 2 L. ed. 2d 117. 


Respondent concedes, as it must, that the policy of the 
Congress in the enactment of the Exchange Act and its 
primary purpose is to effect full disclosure of information 
pertinent to securities transactions so as to insure the 
maintenance of fair and honest markets (Respt’s. Br., pp. 
12, 13). Section 2 has been judicially so construed and 
respondent does not challenge petitioner’s authorities on 
this point.’ 

Respondent also concedes the importance to public in- 
vestors of the disclosure benefits of the reporting require- 


1 See petitioner’s main brief, page 12. 
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ments of the Act (Respt’s. Br. pp. 14, 15) and that, except 
for petitioner’s fortuitous earlier registration, petitioner 
no longer would be required to file any disclosure reports 
whatsoever. While it is true that so long as these reports 
are filed public investors may benefit by the information 
they disclose, respondent’s findings do not upon that 
ground rest the propriety of full withdrawal vis-a-vis con- 
ditional suspension. In its findings and report respondent 
never considered that fact, resting its action upon the 
broad proposition stated at pages 13 and 14 of respond- 
ent’s brief that the filing of false reports and their impact 
upon the market prices of petitioner’s securities were the 
reasons for respondent’s action in ordering full with- 
drawal. 


Indeed, it is suggested that the remedy of full with- 
drawal was peculiarly appropriate to petitioner because 
of its Canadian situs.? 


Because respondent envisaged the possibility that such 
reports might not be filed and its own inability to compel 
such filings, respondent should have continued petitioner’s 
registration conditioned upon proper filings if only for the 
purpose of protecting its right to compel them. Accord- 
ing to respondent one of the reasons for its action was its 
fear that Ciglen was in control of petitioner even at the 
time respondent acted (Op. p. 20, Tr. 5530). If that be 
true, there was all the more reason to continue petitioner’s 
registration to protect respondent’s control over peti- 
tioner’s filings. 


7 At page 14 of its brief respondent states: 


“The fact that petitioner is not a domestic corporation and 
that it and the various individuals associated with it might 
not be subject to the jurisdiction of the courts of this country 
also bears upon the appropriateness of the remedy. In the case 
of a domestic corporation, proper reports can be compelled. 
Persons within the jurisdiction willfully violating the Act can 
be convicted. These remedies are less clearly available against 
foreign corporations and non-residents.” 
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As to the benefits of §14 of the Act (proxy regulation 
requirements) and $16 (liability for short swing profits) 
respondent states (br. p. 15) that ‘‘it hardly lies in peti- 
tioner’s mouth to complain that they are lost by the with- 
drawal of its registration.’’ While it is true that petitioner 
may voluntarily furnish proxy information, the effect of 
respondent’s action is to leave unregulated not only the 
proxy material of petitioner’s management but also the 
proxy material of persons seeking election as directors in 
opposition to management. The benefits of such material 
would be lost to public investors irrespective of any volun- 
tary filings that petitioner’s management might make. 


With respect to the ‘‘short-swing’’ liabilities imposed by 
§16(b) respondent’s thesis does not have even partial 
validity. Upon the face of the statute, §16(b) liability is 
co-existent with the registration of the securities from 
which the profit was derived, the liability imposed by that 
section being inapplicable to unregistered securities. Con- 


solidated Engmeering Corp. v. Nesbit, 102 F. Supp. 112, 
115. 


By the statement at page 15 of its brief that petitioner 
‘should not be entitled to the aura of respectability which 
might flow from an exchange listing,’’ respondent demon- 
strates its misconception of the spirit and purpose of the 
Exchange Act and of its own duties and responsibilities 
in the protection of investors. 


The policy of the Act, as both parties concede, is to pro- 
tect the public investor by making available to him the 
benefits of respondent’s regulatory suspension over the 
issuer’s securities he holds or contemplates buying or sell- 
ing. By the Exchange Act the Congress declared this 
regulatory supervision to be in the public interest and 
charged respondent with its enforcement. No matter how 
improper the conduct of certain of petitioner’s former offi- 
cers or directors may have been, it was not for respondent 
to surrender its control over petitioner’s securities to the 





4 


vagaries of the unregulated over-the-counter market. Not 
only did such action effectively deprive petitioner’s existing 
security holders of the benefits and protections of the Act, 
but it subjected every potential future investor to all of the 
dangers inherent in the purchase of petitioner’s securities 
flowing from the very facts of which respondent complains, 
namely, the allegedly false information on file and in peti- 
tioner’s publicly issued financial statements.> When respon- 
dent delisted petitioner’s securities and thus moved them 
into the over-the-counter market,‘ in effect it invited the 
public to purchase there the securities it so roundly con- 
demned.° 


Under the policy declaration of § 2, the over-the-counter 
market is affected with the same ‘‘national public interest’’ 
as the national securities exchanges.™ 


$ See Exchange Buffet Corp. v. New York Stock Exchange, 244 
F. 2d 507 and quotations therefrom at footnote 12 of respondent’s 
brief. 


* See footnotes 12, 18, petitioner’s main brief. 


5 Respondent claims that 1,750,000 shares of petitioner having a 
then market value of $6,597,500 were issued for assets of Depositors 
Mutual worth less than one-third of this amount. 

5@ Jn addition to the statement in the preamble §2(3) provides: 
“Frequently the price of securities on such exchanges and markets 
are susceptible to manipulation and control * * *” (Emphasis sup- 
plied). And Professor Loss in his Securities Regulation (1951), 
at page 710, characterizes the over-the-counter market as follows: 
“The over-the-counter market knows no ticker, nor is there any 
other public record of actual transactions. Bid and asked quotations 
for particular securities are circulated by those dealers who are 
interested in making a market in them and a given dealer may circu- 
late two sets of quotations—‘an “inside” market, in which he indi- 
cates interest in buying from or selling to other dealers, and an “out- 
side” market, within the range of which he indicates an interest in 
buying from or selling to a member of the public.’” [Barrett & Co., 
9 S.E.C. 319, 323 (1941).] 

The expertise of Professor Loss has been commented upon by the 
Third Circuit in the following terms: 

“(H]is extensive experience in this field gives his view im- 
portance * * *.” First Trust & Savings Bank v. Fidelity-Phila- 
delphia Trust Co., 214 F. 2d 320, 324 (1954). 
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If respondent’s attack upon the verity of petitioner’s fil- 
ings has the slightest validity, respondent abdicated its 
responsibilities to petitioner’s securityholders and to future 
public investors when it thus surrendered its regulatory 
control over petitioner. 


If respondent gave any consideration to these matters, its 
findings and opinion do not reflect it. Nothing therein sug- 
gests that respondent weighed the consequential loss to 
petitioner’s securityholders and to future public investors 
of the benefits and protection of the Securities Exchange 
Act as against petitioner’s continued use of the facilities 
of the American Stock Exchange. As we have seen, the 
purpose of the Exchange Act, and the policy of the Con- 
gress expressed therein, was to maintain the integrity of 
the securities market through full disclosure of relevant 
information. By its action here respondent frustrated that 
policy and its findings fail to state adequate reasons for so 
doing. 


A regulatory agency must exercise such discretion as the 
Congress reposes in it in conformity with the declared poli- 
cies of the Congress. Schaffer Transportation Co. v. United 
States, 355 U. S. 83, 2 L ed 2d 117, 121. In that case the 
Supreme Court held that it was the reviewing court’s duty 
to ascertain whether the National Transportation Policy 
(49 U.S.C. preceding §1) had been implemented by the 
Interstate Commerce Commission findings in that case.*® 
Because the ICC failed to evaluate the benefits that 


* Schaffer was a proceeding to review an order of the Interstate 
Commerce Commission denying a motor carrier’s application for a 
certificate of public convenience and necessity. The Commission 
denied the application holding that existing rail service was reason- 
ably adequate. The Commission failed to determine whether there 
were benefits that motor carrier service would provide not fur- 
nished by rail carriers, and whether, on balance, the public interest 
would be better served by additional competitive service. The Com- 
mission apparently made no effort to evaluate the advantages of the 
proposed motor carrier services other than to find that reduced rates 
would result therefrom which, it decided, would not justify granting 
the certificate. 
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Schaffer’s proposed service would provide for the public 
including the reduced rates which the court held to be an 
‘‘inherent advantage’’ of motor transportation and which, 
under the National Transportation Policy, it was the ICC’s 
duty to foster and preserve, the Court held that the Com- 
mission’s findings did not provide the court with a basis 
for determining whether the Commission’s decision com- 
ported with the National Transportation Policy, and that 
for that reason its decision would have to be set aside. 
(2 L ed 2d, pp. 123, 124). 


So, in the case at bar respondent’s findings leave this 
court with no basis for determining whether the advantages 
to petitioner’s security holders and to future public in- 
vestors of continued regulatory supervision over petitioner 
outweighed the advantages of a permanent and unqualified 
withdrawal of petitioner’s securities. 


In answer to petitioner’s citation of authorities showing 
that it has been respondent’s consistent practice over the 
years not to order full and unqualified withdrawal in the 
ease of large companies with actively traded securities,™ 
respondent admits the practice but contends (Br., p. 17) 
that, through the years, respondent has made numerous 
orders without a qualification permitting new filings. How- 
ever, substantially all of the cases referred to are, as Mr. 
Loss points out, related to ‘‘small companies with negligible 
assets [in which] little or no investor interest’’ was 
shown.’ 


In response to petitioner’s argument that by respondent’s 
settled administrative practice it had itself construed and 


** Petitioner’s brief, pages 12-14, footnote 5. 

7 Loss, Securities Regulation, page 515. In Associated Gas & 
Electric Co., 11 S.E.C. 975, 1062 (1942), respondent stated that the 
only reason for not affording Associated an opportunity to comply 
with respondent’s filing requirements was that “The registrant’s re- 
organization makes it clear that the Registrant cannot and will not 
correct the application and reports”. Respondent explained: 

“Ordinarily, we are extremely reluctant to direct that a security 
be stricken from listing and trading on a national security ex- 
change because of deficiencies in the issuer’s application for 

(Footnote continued on following page) 
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applied §19(a)(2) against unqualified withdrawal in this 
kind of case, respondent complained that it ‘‘has never 
before had a case which is comparable to this one’’ (Br., 
p. 17) Respondent then argues (Br., p. 19) that the Con- 
gress created ‘‘broad standards’’ within which respondent 
must determine how best to effectuate the purpose of the 
Act to insure the maintenance of fair and honest markets 
in exchange and over-the-counter transactions, citing the 
American Power & Light case for the proposition that 
respondent’s discretion must square with its responsibility. 


This is precisely the point. In the Schaffer case the 
majority in the Supreme Court explicitly found that a 
regulatory agency has no discretion to disregard a Con- 
gressional policy mandaied by the statute it is charged 
with administering and that if it does make a determination 
which does not comport with the policy, its findings must 
clearly delineate the reasons why the public interest re- 
quires a departure therefrom.*® 


(Footnote continued from preceding page) 
registration or supplemental reports. We appreciate that or- 
dinarily the hardship of such delisting falls at least as severely 
on the public investors whom the Act is designed to protect 
as it does on the corporate management, which is responsible 
for the deficiencies. We have in the past, therefore, always 
offered an opportunity to file correcting amendments to an 
application or report on file in lieu of entering an order delist- 
ing a security under Sec. 19(a)(2). Our delisting process has, 
therefore, become a means of correcting faulty statements.” 
(Emphasis supplied ) 
And in Transamerica, 10 S.E.C. 454, 462 (1941), a proceeding under 
Section 1982, respondent stated that it had exercised its powers 
““* * * for remedial purposes only to bring about fair and truth- 
ful disclosure in public reports filed with this Commission of the 
material facts essential to an appraisal of the value of securities 
of Transamerica as a protection to the investor.” 
®In Schaffer even the single dissenter, Mr. Justice Frankfurter, 
who is the modern architect of the rule that administrative agencies’ 
decisions must be sustained where there is “warrant in the record” 
for its action (Rochester Telephone Corp. v. United States, 307 U. S. 
125, 146) now agrees that “* * * it is desirable to insist upon preci- 
sion in the findings and the reasons for the Commission’s action.” 
(2 L. ed. 2d p. 125.) The Supreme Court in three other recent 
cases indicated its increasing insistence upon the adequacy of find- 
ings. Cf. Sec. of Agr. v. U. S., 3530 U. S. 162; £.C.C. v. Bi & O. 
RR. Co., 2 L. Ed. 2d 183; C. M. & St. P. RR. Co. v. Illinots, 2 L. 
Ed. 2d 292. 
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Replying to Respondent’s Point II 
A 

Respondent’s consistent constructions of Rule 133 
is sharply at variance from the claimed contrary 
early interpretation it attempts to apply in this 
case. Petitioner did not participate m or obtain 
the benefits of the subsequent resales of peti- 
tioner’s securities in New York and is not bound 
by any action of any of its former officers who 
may have participated therein. 


B 


Respondent’s argument on the “contingent lia- 
bility”? question is almost the equivalent of a con- 
fession of error. It is now too late to claim that 
such error did not affect the result. Even if this 
were the only error a remand would be required. 


A 
The Claim of Rule 133 Exemption 


In support of its view that Rule 133 did not exempt the 
Pitt and Depositors transactions respondent argues (Br. 
Y2e)s 

‘‘The theory underlying this rule is that the sub- 
mission of the plan and the acquisition of shares by 
stockholders in these transactions is essentially a cor- 
porate transaction carried out under statutory codes 
providing for an exchange of securities by operation 
of law, and is not essentially a matter of mdividual 
offer and sale. This interpretation originated early 
in the administration of the Securities Act to meet the 
problems encountered in the application of the regis- 
tration provisions to large intercorporate transactions 
involving numerous security holders.’’ (Italics ours) 


If by the italicized phrase, the meaning of which is 
not clear, respondent is saying that early in the adminis- 
tration of the Act it interpreted Rule 133 as being inap- 
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plicable to the issuance of corporate securities for the 
transfer of corporate assets where the transaction is nego- 
tiated by individuals, we are furnished with no judicial or 
administrative precedents to support such a notion. And 
such an interpretation, even if it had been made, would fly 
in the face of the fundamental rule of corporation law that 
a corporation can act only through individuals.® Moreover 
it would not apply on this record from which it appears 
that the transaction was an intercorporate one involving 
numerous security holders on both sides. Petitioner is a 
publicly held corporation with at least 18,000 stockholders 
and Depositors had more than 30.*%° Pitt was also publicly 
held.* Both the stock and the assets which were inter- 
changed were owned by the participating corporations 
at the time the transaction was effectuated (Op., p. 8). 


Assuming, in the case of Depositors that the Jordan 
family transferred their assets to Depositors for the pur- 
pose of taking advantage of Rule 133, respondent points 
only to its ‘‘early’’ interpretation for support as to the 
rule’s inapplicability. No rule or regulation was ever pro- 
mulgated to spell out this early interpretation and no 
administrative or judicial precedent upholds it. On the 
contrary, as pointed out in petitioner’s main brief (pp. 
29-31), in sharp contrast to the so-called ‘‘early’’ interpre- 
tation is a most recent one by respondent’s chairman made 


® Fletcher: Cyclopedia of Private Corporations, Vol. 2, Section 
275 (1954). 

Tr. 107, 109, 111. 

Tr, 4514-4533. 

This record will be searched in vain for any evidence that the 
Pitt transaction involved a dummy corporation or fictitious stock- 
holders or that the subsequent transactions in these securities in 
New York City are imputable to petitioner even on the tenuous 
theory that Ciglen negotiated the exchange while serving as Presi- 
dent of petitioner. Respondent suggests no such evidence in the 
brief comment it makes with respect thereto at pages 6 and 7 of its 
brief. Merely from the fact that the depositors transactions ac- 
crued it refers to the Pitt transactions as a “pattern” without citing 
any record support for this conclusory statement. 
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only a few months before respondent ruled in this case, 
namely, that the rule immunizes all transfers of assets for 
corporate securities issued pursuant to state law including 
_ those ‘‘consummated in order to ‘free’ up large blocks of 
stock of the surviving corporation for distribution to the 
_ public without registration’? (Letter of Chairman of SEC 
annexed to Sec. Act. Rel. No. 3762). 


As for respondent’s claim of an ‘‘early’’ interpretation 
- of Rule 133, the only early interpretation of that rule 
which we have been able to find expressly supports the 
interpretation adopted by petitioner in this case and by 
the attorneys it consulted and upon whose opinions it 
relied. 


The provisions of Rule 133 derive from respondent’s 
early Form E-l, Rule 5(2) of the Rules as to the 
Use of Form E-1, and the Instructions to Form E-1.¥ 
A copy of this form and of Rule 5(2) was submitted 
to the District Court in National Supply Co. v. Leland 
Stanford Jr. University, 134 F. 2d 689 [CCA 9 (19438)], 
attached as Appendix II to the brief of Chester T. Lane, 
then respondent’s general counsel. That case is the first 
and only Court of Appeals case to consider Rule 133. 
Respondent appeared therein as amicus curiae. In sup- 
port of its position that the transaction there did not 
constitute a sale under Rule 5(2), respondent quoted the 
text of ‘‘Note to Rule 5’’ reading as follows: 


‘‘Note: The Commission deems no sales to stock- 
holders of a corporation to be involved within the 
meaning of the definition quoted in Rule 5(2), where, 
pursuant to statutory provisions or provisions con- 
tained in the certificate of incorporation, there is 
submitted to the vote of such stockholders a pro- 
posal for the transfer of assets of such corporation 


12See reference to Form E-1 in Sec. Act. Rel. No. 3698 quoted 
in part in petitioner’s main brief in fn. 24 at page 30. 
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a to another person in consideration of the issuance of 
7 securities of such other person, or a plan or agree- 
ment for a statutory merger or consolidation, pro- 
vided the vote of a required favorable majority. 


(a) will operate, so far as the corporation the 
° stockholders of which are voting is concerned, to 
authorize the transfer or to effectuate the merger 
or consolidation (except for the taking of action by 
the directors of the corporations involved, and for 
compliance with such statutory provisions as the fil- 
ing of such plan or agreement with the appropriate 
state authorities), and 


(b) will bind all stockholders of such corporation, 
except to the extent that such dissenting stockholders 
may, under statutory provisions or provisions con- 
tained in the certificate of incorporation, be entitled 
to receive the appraised or fair value of their holdings. 


The Commission deems it immaterial in these cir- 
cumstances whether the person the securities of which 
are to be issued is in existence or not; whether, if 
such person is in existence, the plan, agreement, or 
proposal is submitted by or with its authority; or 
whether, in the case of transfer of assets, such securi- 
tzes are to be issued to stockholders directly, or are 
to be distributed to them as a liquidating dividend 
or otherwise.’’ (Emphasis supplied) 


At page 15 of Mr. Lane’s brief he makes the following 
statement: 


“If there remains any doubt on the question, we | 
urge that the administrative interpretation consist- 
ently adopted by this Commission and embodied in | 
Note to Rule 5 should not be lightly rejected. Ad- : 
ministrative interpretation obviously cannot alter or | 
modify the law. But, if there be doubt as to the 
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scope of the law, or room for its interpretation, ad- 
ministrative interpretation is given the greatest weight 
by the courts.’’? (Emphasis supplied) 


At page 25 of Mr. Lane’s brief the following appears: 


‘‘The Note to Rule 5 as to the Use of Form E-1 was 
adopted on September 18, 1935, by an amendment 
effective September 19, 1935. It was adopted pursu- 
ant to formal Commission minute in the same manner 
as all rules and regulations of the Commission are 
adopted. <A certified copy of this minute is attached 
to this brief as Appendix III.’’ 


and at page 26: 


‘‘The fact that the Note to Rule 5 was expressed 
as a ‘note’ has no special significance, and was merely 
a matter of convenience of draftsmanship. As will be 
seen from the minute (Appendix III), it was adopted 
as part of an amendment to the Rules as to the Use 
of Form E-1.”’ 


At page 27 Mr. Lane sums up the effect of the Note to 
Rule 5 in the following language: 


“It is thus clear that the Commission deliberately 
intended this particular interpretation to be embodied 
in one of the Commission’s forms, where it would have 
the effect of a rule.’’ 


The Court of Appeals adopted the views of the Commis- 
sion. At page 694 the Court said: 


‘““The Securites and Exchange Commission has filed 
an exhaustive brief amicus curiae indicative of its 
view that the consolidation did not involve a ‘sale’ 
of securities, or an exchange amounting to a sale, 
hence the civil liability provisions of the Act have 
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no application. Without going into the matter, we 
may say that we are in accord with the views of the 
Commission. ’’ 


It thus appears that the Note to Rule 5, including the 
italicized portion appearing at page 11, supra, was adopted 
a little more than two years after the enactment of the 
Securities Act of 1933, and is, as far as we know, re- 
spondent’s earliest and only interpretation of what is now 
Rule 133. 


It is in the light of that interpretation that we ask this 
Court to test the statement appearing at page 22 of re- 
spondent’s brief that: 


‘‘The theory underlying this rule is that the sub- 
mission of the plan and the acquisition of shares by 
stockholders in these transactions is essentially a 
corporate transaction carried out under statutory 
codes providing for an exchange of securities by 
operation of law, and is not essentially a matter of 
individual offer and sale. This interpretation orig- 
inated early in the administration of the Securities 
Act to meet the problems encountered in the applica- 
tion of the registration provisions to large inter- 
corporate transactions involving numerous security 
holders.”’ 


and the reference, appearing at the same page, to Pitt and 
Depositors as ‘‘dummy corporations being employed for 
the purpose of giving the impression that this was an 
intercorporate transaction.’? Hundreds of pages of testi- 
mony were taken in this case to establish that the 30 
stockholders of Depositors were nominees for Jordan; 
that Depositors Mutual Oil Development Company was 
resurrected from inactivity to play its appointed part in 
the alleged conspiracy involving the use of Rule 133; that 
the opinions of petitioner’s attorneys stating that Rule 
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133 was here properly invoked were entitled to no credence 
and had been relied upon by petitioner with tongue in 
cheek. In view of the theory adopted by the staff in the 
trial of the hearing, respondent’s failure to make dis- 
closure of the highly significant admissions contained in 
the italicized portion of respondent’s interpretation of 
Rule 133 quoted above is not consistent with the high duty 
and responsibility owed to this court of review. 


Respondent does not attempt to support its view of the 
meaning of the Rule by reference to its text, or to deal with 
petitioner’s repugnancy argument at page 28 of petitioner’s 
brief. 


Even assuming, arguendo, that Rule 133 does not im- 
munize subsequent public offerings, then adopting an inter- 
pretation of the evidence most unfavorable to petitioner, 
the record establishes merely that Ciglen for his own ac- 
count or for the account of his clients and associates repur- 


chased the issued shares from Depositors’ stockholders. 
No evidence was adduced to show that petitioner profited 
by these transactions or, other than such knowledge as 
respondent imputes to it by reason of Ciglen’s office as 
president and director of petitioner, that petitioner even 
knew about the repurchase prior to the commencement of 
this proceeding. There is affirmative evidence that it 
did not.** 


Whether the real owner of the stock of petitioner which 
was exchanged for Depositors’ assets be considered to be 
Depositors’ stockholders or Depositors itself or Robert 
Jordan and his associates, the fact remains that petitioner 


18 Tr. pages 2789 et seq., 2852-3, 2879. The statement at page 
21 of respondent’s brief that there is no dispute that petitioner’s 
securities were issued under circumstances which contemplated their 
subsequent sale through New York City “boilerrooms” cannot be left 
unchallenged. Not only is such contemplation denied as to peti- 
tioner, but in our main brief we challenge the substantiality of the 
evidence on which respondent imputes such a contemplation to Ciglen 
(Petr’s. Br., pp. 41, et seq.). 
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never acquired these shares or authorized Ciglen or any- 
one else so to do. The record evidence is to the contrary.” 


In the absence of any proof that petitioner participated 
in the subsequent distribution (there is none) or issued 
its stock to Depositors with the intention of enabling 
Ciglen to redistribute it in New York via his Canadian 
associates (there is none), the activities of Ciglen after 
the Depositors’ transaction closed are without probative 
force on the question of the application of Rule 133. This 
applies equally to the transactions of Torny Financial 
Corporation even assuming Ciglen control of that company 
as to which, as pointed out in our main brief (pp. 49-52), 
there is no substantial evidence in the record.*® 


All of petitioner’s records, including its minute books, 
were produced at the hearing and petitioner’s officers 
(other than Ciglen and Black) were questioned at great 
length about the subsequent distribution.** Respondent 


does not claim that anything in petitioner’s records or 
any other evidence which it adduced suggests that peti- 
tioner was involved in any transactions after the exchange 
closed in Oklahoma City, or that it had an interest in the 
shares acquired by Ciglen, or that any part of the profits 
which he or his associates made found their way back 
into petitioners’ treasury. This is the important distinc- 
tion between the activities of Ciglen and Black on the 
one part and of petitioner on the other. 


4 Thid. 


35 Respondent complains that neither Ciglen nor Black testified 
in this case (Br., p. 32). But they both resigned on October 26, 
1956 before they were invited to appear and, obviously, petitioner 
did not subsequently have any control over them. Whatever reason 
may have motivated their declination of respondent’s invitation, it 
should not be attributed to petitioner in the absence of evidence 
that their activities in connection with the resales in New York 
(there is none) were inspired by petitioner or operated to its benefit. 


16 Chalu e r. 231], Vogan [Tr. 2789-A to E, 2803, 2823], Sym- 
onds [Tr. 2878-2883], and Buchanan [Tr. 2914-2920]. 
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Everyone knows that lawyers who are also corporate 
officers sometimes act for their own account even in relation 
to the business or affairs of their corporate client. How- 
ever, before the corporate client should be bound by their 
activities some showing must be made that the lawyer acted 
on behalf or as agent of the corporation in respect of the 
challenged transaction. Respondent failed to make this 
showing and it was impossible for it to do so for petitioner 
never had any economic interest in or knowledge of the 
repurchase or resale of its securities. 


Had it been respondent’s intent to impress § 5 liability 
upon subsequent transactions in the same securities to 
which the Rule 133 exemption originally applied merely 
because the persons participating in the subsequent trans- 
actions happened to be officers of the original corporate 
issuer and irrespective of whether in the subsequent trans- 
actions the officers were acting for their own account, re- 
spondent could have amended its Rule to so provide. 


From the wording of the Rule petitioner had no way of 
knowing that it might be held to account for Ciglen’s pri- 
vate dealings in its securities after they had passed to the 
owner of the assets it was acquiring by their issuance. Upon 
the facts of this case it defies logic and common sense to 
penalize petitioner for Ciglen’s or Black’s subsequent con- 
duct no matter how horrendous that conduct might have 
been. 


At p. 23 of its brief respondent makes the following 
statement: 


“*If persons acting on behalf of the issuer or of per- 
sons controlling it participate in arranging for a dis- 
tribution to the public of stock so issued, they are 
underwriters within the meaning of the statute and 
their transactions are subject to the registration re- 
quirements of the Act.”’ 
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Assuming, arguendo, this statement to be a correct ex- 
position of the law, it does not follow that petitioner is 
subject to the registration requirements of the Act as a 
result of the activities of the persons acting on its behalf. 
As we pointed out in our main brief*’ this is the crucial 
distinction between the Micro-Moisture case and the one at 
bar. In Micro-Moisture the issuer directly participated in 
the unlawful distribution. 


B 
The Omission of the Contingent Liability Under § 12(1) 


Respondent does not claim that the language of the stat- 
ute is ambiguous. It argues that the language of §12(1) 
creating liability against the seller of an unregistered se- 
eurity ‘‘to the person purchasing such security from him’”* 
is the equivalent (under the facts of this case) of liability 


*‘to the persons purchasing such security from the pur- 
chaser (Ciglen) of the purchasers [Depositors’ stock- 
holders] of the original purchaser [Depositors Mutual 
Development Company].’’ 


Feeling somewhat uncomfortable about the logic of this 
position and being unable to cite a single judicial or admin- 
istrative authority to support it*® respondent reduces its 
position to the contention that ‘‘* * * there is certainly a 
possibility of liability by the petitioner * * *’’ (Br., p. 26, 
emphasis supplied) Or, in other words, that until some 
court rules out the hypothesis suggested but not contended 
for by respondent, that ‘‘from him’’ means ‘‘from some- 


17 Page 33, footnote 28. 
18 See text, Petitioner’s Main Brief, pages 34, 35. 


1° The only authority dealing with the subject is Professor Loss. 
At page 991 of his text he clearly states “The buyer can sue only 
his immediate seller * * *.” (Emphasis in original) 
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body other than him”’ the mere possibility that such might 
be the court’s holding required petitioner under good ac- 
counting practice to note the possibility in its published 
financial statements. Our answer is that respondent’s argu- 
ment on this part of the case is further demonstration of 
the error of its finding that petitioner’s omission from its 
filing of the contingent liability was evidence of its falsity. 
On this branch of the case we consider respondent’s posi- 
tion to be tantamount to a confession of error. 


It is now too late to claim that this error would not have 
produced a different result. Whether it would or not, this 
court should not speculate with respect thereto. In the 
Wright case the Court of Appeals did remand for further 
proceedings where one of two findings as to falsity was held 
to be error. 


Replying to Respondent’s Point III 


Respondent has the burden of proving that peti- 
tioner filed false reports. That burden has not 
been sustained in the first instance and the duty of 
going forward never shifted to petitioner. If, on 
White’s testimony alone, respondent was entitled 
to withdraw petitioner’s securities, petitioner’s 
offer to adopt White’s estimate should have re- 
quired respondent merely to suspend on condition 
that petitioner file new reports embodying those 
estimates. 


We submit that respondent’s view of the burden of proof 
question is erroneous as a matter of law. At page 29 of 
its brief respondent states: 


20 Wright v. SEC, 112 F. 2d 89. Since the omission of the 
contingent liability cannot be considered for the reasons and under 
the authorities cited in footnote 21 of this reply brief, it is clear 
that Wright mandates a remand of this proceeding as the very mini- 
mum relief to which petitioner is entitled. 
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‘“We agree that the staff had the burden of proof. 
That burden was met, however, when it proved that 
the securities were distributed without registration.”’ 
(citing Edwards v. U. S., 312 U. S. 473). 


Respondent’s withdrawal order was not based on peti- 
tioner’s failure to register its securities under §5 of the 
Securities Act. This was relevant only to the question of 
whether, having failed to register and, according to re- 
spondent, having improperly claimed the benefits of the 
exemption contained in Rule 133, petitioner’s alleged dis- 
tribution of the unregistered shares created a contingent 
liability against petitioner to purchasers which, admittedly, 
was not noted in petitioner’s reports filed with respondent. 
In other words the gravamen of respondent’s charge 
against petitioner is the filing of reports (1) falsely claim- 
ing the benefits of Rule 133 exemption, (2) omitting men- 
tion of §12(1) contingent liability to purchasers, and (3) 
overstating the value and quantum of petitioner’s oil and 
gas reserves. Respondent’s findings and opinion make this 
clear. At pages 19 and 20 of its opinion the following 
appears: 


‘¢Conclusion 


In view of the failure to comply with the reporting 
requirements of Section 13 of the Exchange Act, under 
the provisions of Section 19(a)(2) of the Exchange 
Act here applicable we may suspend for a period not 
exceeding twelve months, or withdraw the registra- 
tions of the securities of Sweet Grass and Kroy on the 
Exchange if we find that such action is necessary or 
appropriate for the protection of investors. As we 
have found, the two companies filed reports with us 
which contained false and misleading statements con- 
cerning the oil and gas reserves in their properties 
and the applicability of the registration requirements 
of the Securities Act to the issuance and distribution 
of their securities.”’ 
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With regard to specifications (1) and (2) above, only 
issues of law are raised and the burden of proof question 
is not relevant thereto. With regard to (3), ie., the over- 
statement of reserves, respondent always had the burden 
of proof and, as pointed out in our main brief,” did not 
sustain it. As to this burden respondent was not dis- 
charged when it proved distribution of unregistered secur- 
ities because that question is referable only to specifications 
(1) and (2).?* 


Respondent’s citation of Edwards v. United States in 
this regard at page 29 of its brief points up the misconcep- 
tion. That case is authority for the proposition that an 
indictment charging a conspiracy to violate the Securities 
Act by selling unregistered securities need not charge that 
the securities sold were not exempt from registration. 
There the only pertinent question presented by demurrer 
was whether the indictment properly alleged a crime. 


This is not a proceeding to enjoin distribution of un- 
registered securities, or, as in Edwards, a prosecution for 
distribution thereof. Here the substantive nature of the 


21 Petitioner’s brief, pages 57-62. Despite respondent’s further 
reference to the Golden West transactions (Br., p. 7) we again do 
not deal with this aspect of the case, there having been no specifica- 
tion as to these transactions in respondent’s third amended notice 
of hearing. Cf. Metropolitan Personal Loan Co., 2 SEC 803, 805 
(1937) ; Michigan Utah Consolidated Mines Company, 3 SEC 126, 
128, in which the Commission overruled findings made by trial 
examiners insofar as they dealt with matters not specified in the 
notice of hearing. Despite the Commission’s settled practice that 
such matters will not be considered, we call the Court’s attention 
to the extensive findings on these matters at page 14 of respondent’s 
opinion. 

1a Respondent states (Br., p. 36) that “It is undisputed” that of 
the 700,000 shares of petitioner’s stock underwritten by Torny, 
645,450 were sold in this country by M. J. Schuck & Company. This 
statement may not go unchallenged because it is disputed (Petr’s. 
Main Br., pp. 55, 56), and because there is no evidence in the record 
in this case to connect the certificates issued to Torny with those 
subsequently handled by Schuck. 
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offense is that petitioners filed reports containing false 
statements and omitting material ones. In such case the 
rule as to burden of proof is as laid down in such cases as 
Magnolia Petroleum Co. v. N.L.R.B., 112 F 2d 545, 548, 
and Irvin v. Hobby, 131 F. Supp. 851, cited at p. 40 of 
our main brief, upon which respondent failed to comment. 


Assuming, arguendo, that the testimony of respondent’s 
expert, White, was sufficient to sustain respondent’s find- 
ings that petitioner had overstated its oil and gas re- 
serves,” petitioner’s offer to amend its filings to bring them 
into accord with White’s opinion® should have satisfied 
every public interest requirement on this branch of the 
case. Indeed, it should have mandated a qualified rather 
than a full withdrawal for all of the reasons set forth 
at pages 1 to 7, above, and in Point I of petitioner’s 
main brief. An acceptance of petitioner’s formal offer 
to file amended reports** would have satisfied respondent’s 
requirements, would have furnished petitioner’s security 
holders with full and complete information as to respond- 
ent’s views and as to their rights of action under the 
Exchange Act*® and, on respondent’s theory of this case, 
would have been of inestimable value to the future public 
investor who was invited to buy petitioner’s securities 
when the over-the-counter market was opened to him on 
the very day respondent withdrew these securities from 
the American Stock Exchange. 


22 At pages 59-62 of our main brief we have delineated the weak- 
nesses of White’s testimony in this area. 

23 This is conceded by respondent (Br., p. 28). 

24 See Petitioner’s main brief, page 14, Tr. pages 2750-2, op. 
page 20: 

25Tf the New York purchasers had a cause of action against 
the Canadian vendor or the New York brokers the circulation among 
petitioner’s stockholders of respondent’s findings and opinion on this 
and related points would have been of timely value. The cause of 
action would now seem to be barred by the one year statute of 
limitations embodied in § 12(1) of the Act. 
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In ignoring this offer and proceeding with its radical 
and unprecedented full withdrawal respondent disregarded 
the policy of the Exchange Act and its duties and responsi- 
bilities to existing and future investors for whose pro- 
tection the statute was enacted. Respondent’s action was 
not conducive to the maintenance of a fair and honest 
market in petitioner’s securities. 


Respondent’s action in ordering withdrawal was an 
abuse of its discretion and contravened the policy of the 
Act. Its findings were inadequate; its action was arbi- 
trary on the facts and erroneous on the law. 


March 20, 1958. 
Respectfully submitted, 
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